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PROCEEDINGS
[9:30 a.m.]
CHAIRMAN GLEIMAN: Good morning.
We continue hearings today on Docket R97-1, the
Postal Service request for changes in rates and fees.
Scheduled to appear today are Postal Service
witnesses Taufique, Kaneer, Bernstein, Baron and Harahush.
Does any participant have a procedural matter that
they wish to raise at this point in time?
[No response.]
CHAIRMAN GLEIMAN: If there aren't any procedural
matters, there are several witnesses where we did not have a
request for oral cross-examination. I know that one of the
witnesseg is here now.
Ms. Reynolds, would you like to c¢all Mr. Harahush,
I understand, so that we can dispense with his presence here
today?
MS. REYNOLDS: Yes, thank you.
The Postal Service calls Thomas W. Harahush.
Whereupon,
THOMAS W. HARAHUSH,
a witness, was called for examination by counsel for the
United States Postal Service and, having been first duly
sworn, was examined and testified as follows:

DIRECT EXAMINATION

ANN RILEY & ASSOCIATES, LTD.
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BY MS. REYNOLDS:

Q Mr. Harahush, I am handing you two coples of a
document entitled Direct Testimony of Thomas W. Harahush on
Behalf of the United States Postal Service.

Are you familiar with these documents?
Yes.
Was it prepared by you or under your direction?

Yes.

ORI & B

And if you were to testify orally here today,
would this be your testimony?
A Yes.

MS. REYNOLDS: Thank you.

At this time, I would like to move this testimony
into evidemnce.

CHAIRMAN GLEIMAN: Is there any objection?

[No response.]

CHAIRMAN GLEIMAN: Hearing none, the testimony and
exhibits of Witness Harahush are received intoc evidence and,
as is our practice, they will not be transcribed into the
record.

[Direct Testimony and Exhibits of
Thomas W. Harahush, Exhibit No.
USPS-T-3, was marked for
identification and received into

evidence. ]
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CHAIRMAN GLEIMAN: Mr. Harahush, have you had an
opportunity to review the packet of designated written
cross-examination that was provided earlier today?

THE WITNESS: Yes.

CHAIRMAN GLEIMAN: If those questions were asked
of you teday, would your answers be the same?

THE WITNESS: Yes.

CHAIRMAN GLEIMAN: That being the case, I have
provided two copies to the court reporter of the designated
written cross-examination and I direct that they be accepted
into evidence and transcribed into the record at this point.

[Designation of Written
Cross-Examination of Thomas W.
Harahush was received into evidence

and transgcribed into the record.]

ANN RILEY & ASSQCIATES, LTD.
Court Reporters
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 1997 Docket No. R97-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS THOMAS W. HARAHUSH
(USPS-T-3)

The parties listed below have designated answers to interrogatories directed to witness
Harahush as written cross-examination.

Party Answer To Interrogatories
Office of the Consumer Advocate OCA\USPS:  Interrogatories T3-1(a-c), (e-g), 2-

5.

Respectfully submitted,




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS
HARAHUSH TO INTERROGATORIES OF THE OFFICE
OF THE CONSUMER ADVOCATE

OCA/USPS-T3-1. Please refer to page 21 of library reference H-89. The “Data
Recoding” section states that counts of third-class single piece increased
substantially for PQ 4, and conseguently that third-class single piece mail was
recoded as third-class bulk rate regular for the city carrier system.

a. Could the recoding affect the proportion of single subclass stops for third-class
single piece or for other subclasses? Please explain.

b. Please provide a count of the third-class single piece mail that was recoded to
third-class bulk rate regular. Please provide this as both a weighted and
unweighted count.

c. Please provide more detail on how the recoding was performed.

d. Please explain why it was necessary to perform this recoding of third-class
single piece mail for the city carrier system.

e. Please explain why the volume for third-class single piece mail increased
substantially on the city carrier routes after July 1, 1896.

f. Has the CODES data collection software been changed since July 1, 1996 to
correct the problem of having too much third-class single piece volume on city

carrier routes? If so, please explain what changes were necessary. !f not, will
random data recoding continue in the future?

+g. How was it determined that the PQ 4 FY 1995 third-class city carrier volumes
were more accurate than those from the PQ 4 FY 1996 volumes? For example,
is it possible that the FY 1996 PQ 4 third-class single piece estimates were
correct {before recoding) and that there were inaccuracies in the analogous FY
1995 PQ 4 estimates? Please explain.
RESPONSE
a. Yes. Recoding could affect the proportions of single subclass stops for third-
class single piece and third-class bulk only. This could happen in two ways.
First, stops for which only third-class single piece mail were entered would have

been single subclass stops before being recoded. Subsequent to recoding they

could be either single subclass stops, with only third-class single piece or bulk

4831
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HARAHUSH TO INTERROGATORIES OF THE OFFICE
OF THE CONSUMER ADVOCATE

rate regular or they could be mutlti-subclass stops, with both third-class single
piece and bulk rate regular. Second, stops which consisted of both third-class
single piece and bulk rate regular prior to recoding would have been multi-
subclass stops prior to recoding. Subsequent to recoding they may have
become single subclass stops, with only third-cifass bulk rate regular, or they
could have continued {o be multi-subclass stops. No other combination of

subclasses would have affected the proportions of single-subclass stops.

b. weighted - 855,756,470

unweighted - 14,245

c. Separately, for each shape, we calculated the growth rate in third-class single
piece plus regular from FY 95 to FY 96. We applied this overall growth rate to

, the FY 85 PQ4 third-class single piece estimate to obtain a target estimate for
third-class single piece for FY 96 PQ4.

Each piece of third-class single piece was then assigned to either third-class
single piece or third-class bulk, depending upon whether a computer generated
random number exceeded a fraction chosen such that, in probability, we would
obtain a third-class single piece estimate approximately equal {o the target.

d. Redirected to USPS for institutional response.
e. With the change in software on July 1, we made changes in the way third-
class single piece was collected. For example, pricr to July 1, 1896, third-class

single piece was referred to as ounce rate, and was listed as the last choice



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS
HARAHUSH TO INTERROGATORIES OF THE OFFICE
OF THE CONSUMER ADVOCATE

when third-class was selected. After July 1, third-class single piece was listed as
single piece, and listed as the first choice after Standard A was chosen.
Discussions with field staff indicated that the nomenclature used in the original
software released July 1 had some effect on the increase.

f. Yes. Standard A single piece is now referred to as “Single piece (Non bulk)"
and Standard A Regular is now referred to as “Regular (Bulk)” in the CODES
data collection software.

g. The PQ4 FY96 third-class single piece counts substantially exceeded third-

class single piece counts in the four previous quarters.
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OCAJUSPS-T3-2. Please refer to page 25 of library reference H-89. The “Data
Recoding” section states that counts of third-class single piece increased
substantially for PQ 4, and consequently that third-class single piece mail was
recoded as third-class bulk rate regular for the rural camier system.

a. Please provide a count of the third-class single piece mail that was recoded to
third-class bulk rate regular. Please provide this as both a weighted and
unweighted count.

b. Please provide more detail on how the recoding was performed.

c. Please explain why it was necessary to perform this recoding of third-class
single piece mail for the rural carrier system.

d. Please explain why the volume for third-class single piece mail increased
substantially on rural carrier routes after July 1, 1996.

e. Has the CODES data collection software been changed since July 1, 1996 to
correct the problem of having too much third-class single piece volume on rural
carrier routes? If so, please explain what changes were necessary. If not, will
random data recoding continue in the future?

f. How was it determined that the PQ 4 FY 1995 third-class rural carrier volumes
were more accurate than those from the PQ 4 FY 1996 volumes? For example,
is it possible that the FY 1996 PQ 4 third-class single piece estimates were
correct (before recoding) and that there were inaccuracies in the analogous FY
1995 PQ 4 estimates? Please explain.

RESPONSE:

a. weighted - 412,184,392
unweighted - 8,849

b. See OCA/USPS-T3-1c.

c. See OCA/USPS-T3-1d.
d. See QCA/USPS-T3-1e.

e. See OCA/USPS-T3-11.

f. See OCA/USPS-T3-1g.
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HARAHUSH TO INTERROGATORIES OF THE OFFICE
OF THE CONSUMER ADVOCATE

OCAJUSPS-T3-3. To what extent has random recoding of recoded subclass
been utilized in other Postal Service data collection systems over the last 10
years? Please list each occurrence and provide the justification for the use of
random recoding.

RESPONSE:
A partial objection has been filed for this interrogatory.

To the knowledge of the Postal Service, the process of random recoding of rate

" case data has not been used by the Postal Service in the past.

&%
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HARAHUSH TO INTERROGATORIES OF THE OFFICE
OF THE CONSUMER ADVOCATE

OCA/USPS-T3-4. Please refer to Table 4 of your testimony. This shows that
0.00080 of the single delivery residential (SDR) volume is special fourth class
and 0.00036 of it is library rate.

a. Please confirm that the ratio of special fourth class rate to library rate volume
is approximately 2.2 for city carrier SDR delivered mail.

b. Please refer to Table 2 of USPS-T-1. This table provides the FY 1996 volume
estimate for special fourth class rate (189,793) and for library rate (30,133).
Please confirm that the ratio of special fourth cfass to libraty rate volume is
approximately 6.3 for national volume estimates.

c. Please confirm that the proportion of special fourth class rate volume relative
to library rate volume is substantially smaller for SDR city carrier volume than for
national volumes.

d. Please explain why the city carrier special fourth class rate and the library
rate pieces could not have been randomly recoded to agree proportionally with
the known national volumes.

RESPONSE:

a. Confirmed. Note, however, that both the numerator and denominator of the
ratio of 2.2 are subject to sampling error and the resuiting ratio is also subject to
sampling error.

b. Confirmed. Note, however, that both the numerator and denominator of the
ratio of 6.3 are subject to sampling error and the resulting ratio is also subject to
sampling error.

c. Confirmed.

d. There is no reason to suspect this ratio should be the same for city carrier mail

delivered to single delivery residential delivery stops as it is for the entire nation.



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS HARAHUSH TO INTERROGATORIES OF THE OCA

OCA/USPS-T3-5. Please refer to your responses to OCA/USPS-T3-1f and
OCA/USPS-T3-2e. These responses state that a change was made to the way
that Standard A single piece and Standard A Regular is now referred to in the
CODES software. '

a. Please provide the date that this change became effective for both the city
and rural carrier systems.

b. Has atleast one PQ of FY 1997 CCS data been collected since this change
became effective? If so, does the FY 1997 CCS data demonstrate that the
CODES software change corrected the problem? Do the new data indicate that
random recoding will not be needed for FY 1997 CCS data? Please explain.

c. Has at least one PQ of FY 1997 RCS data been collected since this change
became effective? If so, does the FY 1997 RCS data demonstrate that the

CODES software change corrected the problem? Do the new data indicate that
random recoding will not be needed for FY 1997 RCS data? Please explain.

RESPONSE:
a. June 3, 1997.
b. No.

c.;No.
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CHAIRMAN GLEIMAN: Does anyone else have any
additional written cross-examination for this witness?

[No response.]

CHAIRMAN GLEIMAN: There dcoesn't appear to be any.

That being the case, it is not that we don't like
having you in the room today and we appreciate your
contributions to our record that you have already provided
and, if there is nothing further, sir, you are dismissed.

THE WITNESS: Thank you.

[Witness excused.]

CHAIRMAN GLEIMAN: Mr. Rubin, do you want to call
your next witness?

MR. RUBIN: The Postal Service calls Altaf
Taufique as its next witness.
Whereupon,

ALTAF H. TAUFIQUE,
a witness, was called for examination by counsel for the
United States Postal Service and, having been first duly
sworn, was examined and testified as follows:
DIRECT EXAMINATION
BY MR. RUBIN:
Q Mr. Taufique, I have handed you two copies of a

document designated as USPS-T-34, entitled Direct Testimony
of Altaf H. Taufique on Behalf of United States Postal

Service. Was this testimony prepared by you or under your

ANN RILEY & ASSQCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
{202) 842-0034
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supervision?
A Yes, it was.
Q And does this testimony include errata that were

filed on August 18 and October 107?

A Yes, it does.

Q And do you have another correction to make at this
time?

A Yes. T would like to correct -- the correction is
on page --

CHAIRMAN GLEIMAN: Could you please pull the mic
closer or speak more directly into the mic? Thank you, sir.

THE WITNESS: Okay.

The correction is on page 16, line 8. And this
correction basically entails changing 0.01 to 0.1 cents.
And that correction has been made in these two copies.

BY MR. RUBIN:

Q With that correction, if you were to testify
orally here today, would this be your testimony?
A Yes, it would.

MR. RUBIN: Then I will hand the two copies of the
direct testimony of Altaf H. Taufigue on Behalf of United
States Postal Service to the reporter and I ask that the
testimony be entered into evidence in this proceeding.

CHAIRMAN GLEIMAN: Are there any objections?

[No response.]

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
{(202) B842-0034
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CHAIRMAN GLEIMAN: Hearing none, Mr. Taufique's
testimony and exhibits are received into evidence and I
direct that they be accepted into evidence. As is our
practice, they will not be transcribed into the record.

[Direct Testimony and Exhibits of
Altaf H. Taufique, Exhibit No.
USPS-T-34, was marked for
identification and received into
evidence.]

CHAIRMAN GLEIMAN: Mr. Taufique, have you had an
opportunity to examine the packet of designated written
cross-examination that was made available earlier today?

THE WITNESS: Yes, I have loocked at it.

CHATRMAN GLEIMAN: If these guestions were asked
of you today, would your answers be the same as those you
previously provided in writing?

THE WITNESS: Yes, except for two corrections I
would like to make now. And I have included the corrected
pages in this packet also.

First is on the McGraw-Hill response MH/USPS-34-2.
In the question, there was a typographical error that was
made by us. 1In line 3, 17 percent should read 75 percent.

And the second change, I would like to find that.
This is on the ABP response, ABP/USPS-T-4-11. And the

change is on the second line. The start of the sentence

ANN RILEY & ASSQOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202) 842-0034
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should be "any added volumes" instead of "the added
volumes." And line 4, the word "has" has been changed to
"have," h-a-v-e instead of h-a-s. And the last sentence
that has been added is, "Please see my response to McGraw
Hill MH/USPS-T-34-6.

Also one more change, as my counsel pointed out
that T had made yesterday is on line 1 it should read the
TYR volume reported in RRJ does not take into account any
added volume, "any" is the word that was added in line 1.

CHAIRMAN GLEIMAN: Mr. Rubin, if you ccould please
provide the reporter with two copies of the corrected
designated written cross-examination of the witness, I will
direct that they be accepted into evidence and transcribed
into the record at this point.

[Designation of Written
Cross-Examination of Altaf H.
Taufique was received into evidence

and transcribed intoc the record.]

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202) 842-0034
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 1997 Docket No, R97-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS ALTAF H. TAUFIQUE
(USPS-T-34)

The parties listed below have designated answers to interrogatories directed to witness Taufique

as written cross~examination.

Party Answer To Interrogatories
American Business Press ABPAUSPS: Interrogatories T34-1-7(a), 7(c) as
revised by witness Taufique on
September 12, 1997; 8-9, 10(b),
11-22,
ABPVUSPS: Interrogatory T4-11(b) redirected
from witness Moden to witness
Taufigue.
ABPAUSPS: Interrogatories T34-23-24.
MH\USPS: Interrogatories T34-3.
McGraw-Hill Companies MRUSPS: Interrogatories T34-1 and 3.
ABP\USPS: Interrogatories TZ4-1-6, 7 (revised
Sept. 12, 1997), 8-13, 16-24,
ABPAUSPS-T4-11 (redirected from
witness Moden).
TWAUSPS: Interrogatories T34-1; TWAUSPS-
26-1(c), 2 (redirected from witness
Seckar).
POIR: POIR No. 1, response of witness
Taufique to question no. 5.
POIR: POIR No. 3, responses of witness
Taufique to questions nos. 4-9.
National Newspaper Association NNAVUSPS:  Interrogatories T34-2 to witness
Taufique, answered October 1,
1997.
NNAVUSPS:  Interrogatories T34-5-7 to witness

Taufique, answered September 26,
1997.



~ffice of the Consumer Advocate

Time Wammner Inc.

ABPVUSPS:

MH\USPS:

NNAVUSPS:

TW\USPS:
POIR:
POIR:
POIR:
TWAUSPS:

TWAUSPS:

ABP\USPS:

NNAWUSPS:

4843

Interrogatories T34-1-6, 7(a}, 7(c),
8-9, 10(a-b), 11-22 and redirected
from witness Moden T4-11(b).
Interrogatories T34-1-6.
Interrogatories T34-1-8.
Interrogatories redirected from
witness Seckar T26-1(c) and 2(a-d).
POIR No. 4, question 6.

POIR No. 3, questions 4-9.

POIR No. 1, questions 5-6.

Interrogatory T34-1 (filed Sept. 29,
1997. .
Interrogatories T26-1(c) & 2 (a-
d), redirected from witness Seckar
(filed Sept. 9, 1997)
Interrogatories T34-6, 9, 10(a-b),
11-14 (filed Sept. 3, 1997), 23-24
(filed Oct. 1, 1997).

Interrogatory T34-2 (filed Oct. 1,
1997).

Respectfully submitted,
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-1

fa] Confirm that the zone and regular rate periodical advertising pound rates that
are listed on p. 2, Table H of your testimony for the delivery unit, sectional center
faculty [sic], Zones 1 and 2, and Zone 3 are all lower than the corresponding rate
elements recommended by the Postal Rate Commission in Docket R94-1.

[b] Confirm that the advertising pounds to which the DDU-Zone 3 rate elements
referred to above are applied represent approximately 58% of total regular rate
advertising volume in the test year (before rates), as derived from USPS-T-34
W/P RR-E, p.1.
[¢] Confirm that the pound rate for nonadvertising weight that you propose in
Table Il of 17.4 per pound is 9.4% higher than the corresponding nonadvertising
pound rate of 15.8 per pound recommended by the Commission in Docket R94-
1.
RESPONSE
{2] Confirmed

J[b] Confirmed, assuming “volume” refers to pounds.
[c] Confirmed. A more recent comparison is that the nonadvertising pound rate of

17.4 cents is B.1% higher than the 16.1 cents recommended by thé &ommission

in Docket No. MC95-1.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP\USPS-T-34-2

Referring to your work paper USPS-T-34, RR-E please complete the chart below
which would show the postage in cents per piece and percent increase per piece
for a periodical weighing 7.4 ounces, with 58% editorial content, 42% advertising:
nonmachinabie under current USPS rules (and thus ineligible for automation),
sorted to the five digit package fevel under past and proposed rates, and mailed
to Zone 5.

RATES ADOPTED RATES ADOPTED RATES PROPOSED

IN RS4-1 (1/5/95 IN MC85-1 (RATES IN RS7-1 (ASSUME
EFFECTIVE) EFFECTIVE 7/1/96) EFFECTIVE 7/1/97)

POSTAGE (z PER
PIECE)

% INCREASE N/A

RESPONSE
Using the example specified in the question, the following table was constructed:

RATES ADOPTED RATES ADOPTED RATES PROPOSED

IN R94-1 (1/5/85 IN MC95-1 (RATES IN R97-1 (ASSUME
EFFECTIVE) EFFECTIVE 7/1/96) EFFECTIVE 7/1/87)
POSTAGE (z PER 24.9 cents 26.9 cents 28.6 cents
PIECE)
% INCREASE N/A 7.8 percent 6.3 percent

Note that the rates proposed in Docket No. R87-1 will not be effective until after
7/1/97. In any case, the effective date does not change the percentage increase

in my response.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-3
Refer to your description of the “compound annual growth of 2.8% for regular
rate periodicals ‘between FY 1992 and FY 19396"." USPS-T-34, p.5, lines 1-9.

[a] What is the total cumulative revenue growth, compounded by year, for
regular rate periodicals between FY 1982 and FY 199867

[b] Assuming the Commission recommends the USPS-proposed rate;s for
regular rate periodicals in R97-1, what would the total cumulative revenue growth
of this subclass between FY 1852 and FY 1998 inclusive?

RESPONSE

[a] The 2.8% figure quoted in the question refers to revenue per piece that
changed from $0.202 to $0.226, USPS-T-34, p.5, lines 8-9. The revenue as
reporied in my testimony grew by 17.7 percent or 4.2 percent (compounded by

_ year) between FY 1992 ($1339.6 million) and FY 1896 ($1579.7 million), USPS-

T-34, p.5, lines 7-8. These figures reflect changes in both volumes and revenue

per piece.

[b] The TYAR total revenue based on proposed rates is estimated to be $1,689
million. The cumulative growth in revenue for regular rate pericdicals between
FY 1892 and FY 1998 (proposed) is 26 percent . On an annual compound basis

this growth is 3.9 percent per year.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABPA\USPS-T-34-4
Refer to p. 5, lines 10-15. Do you agree that some periodical copies that :
qualified for the Leve! B discount (five digit and three digit unique city) prior to the
effective date of MC85-1 rates actually moved into a higher-cost per-piece rate
category (i.e. “Basic™) as a result of that decision? If you can explain why this
happened, please provide that information.
RESPONSE

I agree, my understanding of this change is described in the following:
Prior to implementation of Docket No. MC85-1, pieces mailed at nonautomation
rates could qualify for Leve! B rates if prepared in an optional city package of six
or more pieces, and that package was placed in an optional city or unique 3-digit
sack, or on a pallet. For automation rate flats, and for automation rate latlers
Jprepared according to one of the package-based preparation options, pieces in
optional city packages of six or more pieces qualified for Level B rates,
regardless of the leve! of sack (for flats) or level of tray (for letters) 3n";vhich they
were placed. Automation rate flats prepared in optional city packages of six or
more pieces placed on any leve! of pallet also qualified for Level B rates.
Automation rate letters prepared under the tray-based preparation option could
qualify for Level B rates if placed in a full two-foot tray for an optional city
destination.

With implementation of Docket No. MC 95-1, preparation of optional city

packages, sacks, and pallets was eliminated. Mail that was previously prepared

in optional city packages is currently required to be prepared in 3-digit packages.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (AEP)

ABP/USPS-T-34-4, Page 2 of 2
Since the optional cities were all for non-unique 3-digit ZIP Codes, such 3-digit

packages currently qualify only for Basic rates.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-5
fa] Elaborate on what you mean by “rate shock” as used in line 11, p. 7 of your
testimony.

[b] Which particular presort tiers are you referring to when you describe why
USPS chose cost savings passthroughs designed to “mitigate the ‘rate shock’
effect on the higher cost presort tiers™?

[c] Was the deliberate attempt to mitigate rate shock in part or in whole
influenced by rate element adjustments approved by the Commission and the
Governors in Docket MC85-1, even through the total revenues otherwise
required from regular rate periodicals for FY 1985 (the test year of Docket MC85-
1) did not change from that established in Docket R94-17

RESPONSE

[a] In this docket for this particular subclass, a deliberate attempt was made to

5

keep the increase in each cell below 10 percent.
[b] 1 am referring to piece rate cells that were affected by the 3/5 digif split and
the shift of non-unique 3-digit from Basic to 3-digit. These include the Basic and

3-digit presort tiers.

[c] No.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABF)

ABP/USPS-T-34-6

On pp. 8-10 of your testimony you refer to Library Reference H-190, the *Mail
Characteristics Study”.

[a] Where you personally involved in that study?

[b] Specify the time period for which the data for H-190 were collected.

[c] Do you assume that the presort composition of regular rate periodicals, the
quantity of automation-qualified periodical flats, and the number of pieces in
packages and/or containers will remain unchanged from the time period H-180
data were collected through the test year? if there will be changes, explain them
in detail, giving reasons for each change. If you do not think that the regular rate
composition as described in H-190 will change, explain why.

RESPONSE

fé} No, | was not involved in conducting the study.

{b] 1 have been told tﬁat the data for LR-H-190 were collected in two distinct time
periods. The field (or non-CPP) data were collected between Novemt;er 20"
1995 and December 20™ 1885 (See USPS-LR-H-190, p. 33). The CPP
{Centralized Payment Processing) data were collected from individual mailers

during the first six months of 1896.

[c] Yes; While the presort composition may change somewhat, with more 5-digit
and 3-digit skin sacks, LR-H-190 contains the best information available. Please

see my response to USPS-T-34-7(a).
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-7 :

[a] Please referto p. 11, lines 10-16 of your testimony. Does USPS anticipate
more 3 digit sacks in the test year than formerly were ADC or mixed ADC sacks
as a result of the proposed appiication of 3 digit presort discounts to 3 digit
packages? If your answer is no, please explain the response.

[b] Will SCF sacks be allowed for periodicals in the test year? If they are going
to be aliowed, what will be the effect on USPS mail processing costs if (1)
automated 3 and 5 digit packages, now in ADC or mixed ADC sacks, are placed
in SCF sacks and (2) if nonautomated 3 and 5 digit packages, now in ADC or
mixed ADC sacks, are placed in SCF sacks?

[c] Would copies of periodicals within 3 or 5 digit packages piaced in SCF sacks
be eligible for 3 or 5 digit piece discounts if the carrier route sort of these pieces
is performed at the SCF within which delivery of each piece occurs?
RESPONSE

{a] The Postal Service anticipates that some increase in 3-digit sacks is possible,
although it cannot predict the amount of this increase since it is based on
anticipating mailer behavior. Since Periodicals mailers may prepare 3-digit sacks
containing as few as one package of mail, it is anticipated that more rﬁéﬂers may
prepare such "skin sacks" in order to qualify more mail for the 3-digit rates.
However, the Postal Service has no data showing how many mailers are
currently preparing‘ such "skin sacks” for service reasons, or how many mailers
will prepare such sacks under the proposed structure. Furthermore, since
preparation of "skin sacks" involves extra production costs for mailers, it is not

known how many mailers that do not currently prepare such sacks would find the

proposed new rate structure an economic incentive to do so.
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REVISED SEPTEMBER 12, 1997

REVISED RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS
TAUFIQUE TO INTERROGATORY ABP/USPS-T-34-7[c] OF AMERICAN
BUSINESS PRESS (ABF)

ABP/USPS-T-34-7, Page 2 of 2
known how many mailers that do not currently prepare such sacks would find the

proposed new rate structure an economic incentive to do so.
[b] Redirected to Witness Seckar

[c]  For nonautomation rate sacked mailings, where the rates depend in part
on the level of sack in which pieces are placed, it is my understanding that all

nonletter-size mait in SCF sacks would be eligible for Basic rates.

However, it is my understanding that this would not be true for automation
7 rate nonletter-size mailings prepared in sacks. For automation rate mailings,
pieces in 5-digit packages of 6 or more pieces and pieces in unique 3-digit
packages of 6 or more pieces placed in SCF sacks would be eligit;!é for the 3/5
rate. Pieces in nonunique 3-digit packages and pieces in 5-digit and unique 3-
digit packages of fewer than 6 pieces that are placed in SCF sacks would be
eligible for the basic automation rate. If our proposed rate structure in Docket
No.R97-1 is adopted, for automation rate mailings pieces in SCF sacks would be
eligible for the 5-digit automation réte if in a 5-digit package of 6 or more pieces,

and for the 3-digit automation rate if in any type of 3-digit package of & or more

pieces.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-8

[a] Explain why pound rate revenue in periodical regular rate as a percent of
total subclass revenue would increase from the 40% allocation established by
the Commission in Dockets R90-1 and R84-1 to 41%.

[b] Since the approval if R94-1 rates by the Governors, did USPS perform any
studies intended to re-examine, as repeatedly requested by the Postal Rate
Commission in past rate cases since Docket R87-1, the appropriate proportion of
revenues that ought to be obtained form pound rates as opposed to per-piece
rates?

[c] If studies were performed, please produce all such studies.

{d} If studies were not performed, please explain why they were not performed.
RESPONSE

[a] The pound rate revenue in Periodicals regular rate as a percent of total
subclass revenue is increased to 41% from 40% to avoid rate shock for some
piece rate cells (See response to ABP/USPS-T-34-5).

[b] No.

[c] Not Applicabie.

[d] They were not performed because the Postal Service was unable to complete
all rate-related studies it might wish due to resource constraints. The issue of
“appropriate proportion of revenues that ought to be obtained from

pound rates as opposed to per-piece rates” is still on the list of issues to be

studied. The Posta! Service will try to accommodate this Commission request

prior to the next omnibus filing.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-9
If USPS obtained, hypothetically, 70% of periodical regular revenues from
pieces, and 30% from pounds, would it not be possible for editorial pounds to
achieve "100 percent cost coverage” while either avoiding any increase in the
editorial pound rate, or at least raising the editorial pound rate less than the 8.1%
increase that USPS proposes? Was this option or some other increase in the
proportion of revenue obtained from pieces rather than pounds considered, and
if not, why not? If it was considered, why was it rejected?
RESPONSE

At the onset, | would state that the editorial content coét coverage is not a
function of revenue split between pieces and pounds. Rather, it is directly
affected by the editorial pound rate and the piece rate discount on editorial
content.

Using your hypothetical the editorial content cost coverage might improve
b
slightly (but remain below 100 percent) and the editorial content pound rate
would also be lower than proposed, but the piece rates will increase significantly
(some in the range of 15 to 20 percent). As stated earlier, this option'was not
considered because the issue of implicit cost coverage deals directly with the

editorial pound rate and the editorial piece discount. Shifting the revenue

requirement to piece rates does not address this issue.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-10

On p. 14, line 23, you refer to “average haul” as a factor in allocation of distance
related transportation costs to periodical rate zones.

[a] How are the average hauls calculated?

[b] Was the Highway Contract Support System (HCSS) database consulted to
calculate average haul per zone? If not why not?

fc] Confirm that HCSS contains a route length measure for each USPS-
purchased highway contract, the annual cost of the contract, the annual miles
traveled on the contract, the number of trucks on a contract and their cubic
capacity and the highway cost account for the contract.

[d] Confirm that data comparable to that described in part C above also
available for rail contracts.

RESPONSE

)[a] The average haul miles used in the calculation of zoned pound rates have
been in use by the Postal Service and the Commission since at least Docket No.
R87-1. The only revision came about in Docket No. R90-1, when the average
haul for Zones 1 & 2 was increased from 133 miles to 189 miles. Th'; same
average haul miles were used in Dockets No. R90-1, R94-1, and MC95-1.
Scanning the workpapers and interrogatory responses for previous cases

reveals that the original estimation of the average haul miles dates back to the

mid-1970s.



4856

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (AEP)

ABP/USPS-T-34-10, Page 2 of 2

[b] No. It is my understanding that HCSS does not contain any mail-specific
information. In other words, it contains information by truck, but nat on the type
of mail carried on those trucks. In addition, contracts are specific to an account.
(intra-SCF, inter-SCF, etc.,) such that it is extremely unlikely that a single
contract would provide all the highway transportation required for any piece of
mail. For example, a piece of mail that travels from an originating AQ to a
destinating AO might receive intra-SCF transportation (to the SCF), inter-SCF
transportation (from the originating SCF to the destinating SCF), and another leg
of intra-SCF transportation (to the destinating AO). Specifics on the actual
routings of any cfass of mail are not available in HCSS.

[c] Redirectéd to Witness Bradley (USPS-T-13).

[d] Redirected to Witness Nieto.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-11

Is the proper percent of non-advertising content for rates in the periodical regular
subclass that dividend that can be found in W/RR-G, p. 1, by dividing editorial
pounds by total pounds, (54.5%) or is it found in W/P RR-D, line 20, which uses

a figure of 58.7%"?

Explain the differences between the two percentages.

RESPONSE

Both percents of non-advertising content are proper in their respective contexts.
The figure of 58.7 percent is derived from the actual column inches of advertising
versus non-advertising content. The figure of 54.5 percent is based on pounds.
Since weight per piece is not constant for all periodicals, dividing editorial pounds

by tota! pounds produces a different ratio. It appears that periodicals with higher

advertising contents weigh more than periodicals with lower advertising content.

5
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-12

Does USPS's recognition of non-distance dropship shipment cost savings (p. 18,
lines 16-19) by reducing piece rates, not pound rates, result from a belief that
platform and cross-docking costs that may be avoided are piece related and not
pound-related? If your answer is negative, please explain the reason piece and
not pound rates were reduced in this instance?

RESPONSE

No. Dropshipment rates for both SCF and DDU are proposed to be lower in
Docket No. R97-1 compared to the Commission recommended rates in Docket
No. MCB5-1. The inclusion of non-transportation related cost savings weuld
reduce dropshipment rates further, and would lead to higher increases for the

distant zones. Once again, the Posta! Service wants to avoid abrupt and large

increases in any rate cell.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-13

Confirm that there are transportation costs incurred by USPS for mail
dropshipped by the mailer into a SCF from which intra-SCF mail is transported to
a delivery station or unit.

How are these costs aliocated in your periodical rate design?

RESPONSE

Confirmed. Transportation costs are aliocated between distance related and non-
distance related costs. The distance related transportation costs are allocated to
Zones 1&2 through Zone 8 by pound miles. The non-distance related

transportation costs are allocated to zones and the SCF dropshipment category

by pounds.
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ABP/USPS-T-34-14

With respect to your testimony at page 14, lines, 14-21, do you agree that
editorial content should have an “inherent” cost coverage of 100%? Explain why
or why not. If you have no opinion on the subject, please refer this question to
the appropriate Postal Service witness.

RESPONSE

| agree with the Commission that the implicit cost coverage on editorial matter

should not be below 100 percent. However, | would avoid abrupt rate changes

in achieving this goal.
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ABP/USPS-T-34-15

At page 16, lines B-9, should the reference to “0.01 cents” be comected to 1
cent™?

RESPONSE

No.
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TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-16

[a]in reference to your response to ABP/USPS-T-34-5 [a], you did not specifically
elaborate on the meaning of the term “rate shock” as used in your testimony. s
the definition of “rate shock™ as you refer to it in your testimony and as you
responded to T-34-5[a) increases for rate cells that exceed 10%?

[b] Was the decision to “keep the increases below 10 percent” a managament
decision or your decision? If it was a management decision, who made the
decision and what is the rationale for that decision?

RESPONSE

[a] Rate shock refers to a subjective assessment of the magnitude of particular
rate increase. In terms of proportional increases, 10 percent seemed to be a
good guideline, given the size of the overall rate increase (3.5 percent} and the
small structural changes in Periodicals Regular Rate, that would still reflect, to

some degree, costs and cost changes. This limit of plus or minus 10 percent

reflects a subjective evaluation of effects that would constitute rate shock.
F

[b] | discussed this with management and we agreed that an upper limit of 10

percent was appropriate for regular rate periodicals given the overall increase for

Periodicals Regular Rate.
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ABP\USPS-T-34-17

[a) Please clarify your response to ABP/USPS-T-34-7[c] insofar you state that if
the Postal Service reinstitutes SCF sacks, all mail in SCF sacks would be eligible
for Basic rates yet USPS currently permits automation-qualified 3- and 5-digit
sorted periodical mail in ADC sacks to be eligible for 3 and 5digit discounts.
Given that situation, why would SCF sacks be treated any differently than ADC
sacks, especially since the vast majority of ADCs are SCFs?

[b] If incoming primary and secondary distribution are done at an SCF to sort
periodical pleces in 3- and 5-digit packages to the appropniate carrier routes, why

would such pieces, if enclosed in a sack opened at that SCF, pay Basic per-
piece rates?

RESPONSE
[a] and [b] Please see my revised response to USPS-T-34-7[c], filed on

September 12, 1997, for clarification.
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ABP/USPS-T-34-18

[a} Your answer to ABP\WUSPS-T-34-8[d], which explains the non-performance of
weight and cost studies by USPS, states that USPS cannot “complete” alt
studies it might have wished to complete because of “resource constraints.” Did
USPS, since the R94-1 opinion of the Postal Rate Commission, begin any
studies that examine the effect of weight on periodical costs?

[b] Identify all studies in all rate and classification proceedings since R94-1 that
examine the effect of weight on cost that USPS has performed, completed and
presented as either testimony, exhibits to testimony, or library references. Please
identify the docket number of each such proceeding, the witness sponsoring the
testimony (if any) concerning a weight/cost study, and the subclass, rate
category or special service concerning which the weight/cost study was
completed.

[c] If studies about weight for other subclasses or rate categories other than
second-class or periodicals were completed since the beginning of 1996, why
were those studies considered to have greater priority than the periodical studies
repeatedly called for by the Commission over a ten-year period?

RESPONSE

<]

[a] Yes, but this study was terminated during 1996 because resources were

needed for other projects.

[b] | am aware of two studies that the Postal Service has performed, completed,
and presented as library references examining the effect of weight on cost.
Library Reference MCR-12 (from Docket No. MC95-1) examined the impact of
weight on mail processing and some other costs for bulk third-class mail. LR-H-

182 (from this docket) uses the new MQOODS poolfvolume variability information
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ABP/USPS-T-18 [b] Conlinued, Page 2 of 2

and analyzes the relationship between weight and total unit volume variable
costs in Bulk étandard Mail (A).

[c] The Standard Mail (A} weight/cost study was deemed to have a higher priority
for at least two reasons. First, Standard Mail (A) is a relatively much larger mail
class by any standard (revenues, volumes, contribution, etc.). Second, in this
docket the Postal Service is proposing a surcharge for nonletter, nonflat shaped
pieces in Standard Mail (A). Since one of the reasons for the size of the pound
rate in Standard Mail (A) is to proxy for parcels’ increased presence in the
heavier weight increments, explicitly sﬁrcharging parcels would suggest
lowering the pound rate. The Docket No. R97-1 weight study was initiated to

provide additional support for that important proposal.

oF
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ABP\USPS-T-34-19

Based on your response to ABP/USPS-T-34-11, can it be concluded that the
nonadveriising pound rate in periodical regular rate subclass was constructed
using a weight percentage for non-advertising pounds of 54.5%, and not a
percentage of 58.7% which is derived according to your response from a
measure of the actual column inches?

 RESPONSE
The nonadvertising pound rate in the Periodical ReQuIar Rate subclass was

constructed using actual nonadvertising pounds as reported in the billing

determinants rather than using either of the percentage figures in your question.

Of those two percentages, 54.5 percent is the one derived from the actual

nonadvertising pounds. See ABP/USPS-T-34-11.
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TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-20
Your response {o ABP/USPS-T-34-12 indicates that both pound and piece rates
for dropshipped periodicals were reduced in your proposed rate design. On what
cost evidence filed so far in this case did you decide to reduce pound rates for
avoided non-transportation, distance-related costs, instead of applying those
savings only to piece rates?
RESPONSE

Both pound and piece rates for dropshipped periodicals were reduced in
my proposed rate design, but the savings referred to in my testimony on page
19, lines 16-19, and in your original question, were applied only to piece rates.
The pound rate reduction was due to the rate design that allocated the pound
rate target revenue in the following fashion:
Target Pound Rate Revenue was divided into distance related transportation,
nondistance related transportation, and the residual, labeled non-transportation.
The distance related transportation portion is paid for by all zones (1&2 through
8). The non-distance related transportation portion is paid for by all zones plus
destination SCF (DSCF). The residual amount labeled nontransportation is paid
for by all zones, DSCF, and destination delivery unit (DDU).

In your ariginal question ABP/USPS-T-34-12, you had referred to
“fecognition of non-distance dropship shipment cost savings (p.19, lines 16-19)" .

These savings in my testimony are referred to as non-transportation drop

shiprent cost savings and are found in Library Reference H-111. These savings
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ABPIUSPS-T-34-20, Page2of 2

are applied to piece rates exclusively, as stated in my testimony (See USPS-
T34, p. 19, lines 16-19). The last part of your question “On what cost evidence
filed so far in this case did you decide to reduce pound rates for avoided non-
transportafion, distance-related costs, instead of applying those savings only to

piece rates?” is contrary to what my proposal puts forth.
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ABP/USPS-T-34- 21

[a] Referring to your response to ABP/USPS-T-34-13, why are there no distance
related costs allocated to intra-SCF mail, if as seems likely, postal transportation
from SCFs to delivery facilities within the SCF area takes place on routes of
varying lengths? If you do not agree that trips within the SCF area do have
different lengths, please explain your position.

[b] In connection with part [a] above, do you agree that there can be point to
point routes within an SCF as short as a mile and as long as distances in excess
of 100 miles?

RESPONSE

{a) t agree that postal transportation from SCFs to delivery facilities within the
SCF area may take place on routes of varying length. However, [ do not allocate
the distance-related transportation to SCF dropshipment pounds because my
understanding is that the non-distance related transportation costs inciude all
intra-SCF fransportation, whereas the distance related transportation costs do
not include intra-SCF transportation.

[b] Yes, but these costs nonetheless are treated as non-distance related. Please

see the response to ABP/USPS-T-34-21[a] above.
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TO INTERROGATORIES OF AMERICAN BUSINESS PRESS (ABP)

ABP/USPS-T-34-22

in question ABP/USPS-T-34-15, ABP asked you if the reference to “0.01 cents”
at p.16, lines 8-9, of your festimony should be corrected to “1 cent.” You
answered simply “No." As a result, we checked your workpaper W/P RR-|, celi
39, and we will re-ask the question as follows: “Should the reference to “.01
cenis” be corrected to “.1 cents™?

RESPONSE

Yes.
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Revised October 17, 1997

ABP/USPS-T-4-11

[b] Workpaper RR-J, which accompanies USPS-T-34 (Witness Taufique),
projects volumes of automated periodicals in the test year (after rates). Does this
volume take into account deployment of bar-code readers on FSM 1000 before
the end of the test year, as well as improvements to 812 FSM 881 flat sorters to
which you refer to on p.13, line 7 of your testimony? If RR-J does not take into
account added volumes of automated periodicals because of planned equipment
deployment in FY 1998, what is estimate of added volume?

RESPONSE

[b] No, the TYAR volume reported in RR-J does not take into account any added
volume of automated periodicals. Any added volumes of automated periodicals
due to the referenced deployment and improvements have not been estimated.

Please see my response to MH/USPS-T34-6.
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ABP/USPS-T-34-23
Does your workpaper RR-G explicitly explain or show how advertising zone
rates for regular-rate periodicals are derived and calculated? !f your answer is
affirmative, identify the line or cell location that would explain the derivation of these
rates from underlying data, in particular distance-related purchased transportation
costs. If your answer is negative, please identify the workpaper, whether prepared
by you or by another witness, that displays the requested calculations and the
underlying distance-related transportation costs attributed to regular-rate
periodicals that would answer this interrogatory.

RESPONSE ‘

The calculations for advertising zone rates are displayed' in the’workpaper
RR-G. For example, the purchased transportation cost total WP RR-G, p. 1, line
19) is multiplied by the distance-related transportation cost factor (line 20) to derive
total distance-related transportation cost {line 23). This is then allocated to editorial
pounds (liné 30) and advertising pounds (iine 37). The dollar amount in cell d37
($100,414,182), which represents thé distance related transportation costs for
advertising pounds, is then aliocated to zones based on pound miles (product of
average haul miles and test year pounds by zones) on WP RR-G, page 2.
Specifically, on page 2, the ‘Average Haul Miles’ are multiplied by the numbers in
column jabeled Test Year Pounds Before Rates From WP RR-E’ to derive pound
miles which are distributed as percents in the next column. The dollar amount in

cell d37 from page 1 is distributed to the zones using these weights. The electronic

version of my workpapers is available in LR-H-205.
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ABP/USPS-T-34-24

Do you agree that zoned pound rates for regular-rate periodicals are not
accurate models of the progression of distance-related transportation costs over
distance, particularly since the highway cost database, HCSS, described by
Witness Bradley in USPS-T13, does not contain any mail-specific information,
according to your earlier response to ABP/USPS-T34-10(b); see also FGSA/USPS-
T13-11 (redirected from Witness Bradley to USPS for response)'? If you do not
agree, explain why you do not agree.

RESPONSE

No, | do not agree. The average hau! miles reflect the relative differences in
the distance traveled, and when combined with the pounds mailed in each of the
zones, provide a reasonable method to allocate distance related transportation

cost.

| do not rely on the HCSS database described by witness Bradley.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE

TO INTERROGATORIES OF THE McGRAW HILL COMPANIES

MH/USPS-T34-1. With reference to your testimony on p. 18, lines 10-14:

a)

b}

d)

Please explain fully (including all analytica! steps and calculations) how you
determined that editorial content would cover approximately 89 percent of its costs
under your proposed rate design for Periodicals mail.

What editorial content cost coverage would result under your proposed rate design
for Periodicals Regular mail assuming that you were constrained to set the
editoria!l pound charge at 75 percent of the zone 1/2 charge? Please explain your
answer and calculation fully.

Please explain fully all factors that cause the editorial content cost coverage under

your proposed rate design for Periodicals Regular mail, and under the scenario

posited in part (b) above, to be lower than the 95.5 percent editorial content cost

ﬁ:overage under the rate design recommended in Docket R84-1 (Op. & Rec. Dec.
5150).

Please explain fully the extent to which your methodology in estimating editorial
content cost coverage is or is not consistent with the methodology employed by
witness Foster in Docket R94-1 ( see USPS-T-11, WP V.B, V.C. (as modified
September 29, 1994) (attached hereto).

Please confirm that your estimate of editorial content cost coverage is necessarily
only a rough estimate because (among other things) it is based on the zone
distribution for advertising pounds, which has no necessary or likely
correspondence with the zone distribution for editorial pounds, and it also likely
underestimates the piece revenue from high-editorial publications, which tend not
to qualify for substantial presort discounts. To the extent you are unable to
confirm, please explain fully.

RESPONSE

a) Please see USPS-T-34 Workpaper RR-C for the calculation of the implicit
cost coverage for editorial content. The electronic version of this and other
workpapers is available in LR-H-205. The calculation of editorial content
cost coverage is analytically a straightforward proposition. The total
number of pounds are multiplied by the editorial pound rate to derive

pound revenues. The piece revenues are calculated by multiplying the
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TO INTERROGATORIES OF THE McGRAW HILL COMPANIES

MH/USPS-T34-1(a) Continued, Page 2 of 5

piece rates by volumes in each of the presort categories. The revenue

leakage from the editorial discount is calculated using 100 percent

editorial content, which means multiplying the total pieces by the discount

rate. These figures are added together and divided by the test year costs

to derive the cost coverage.

b) The editorial content cost coverage would be 87 percent if the editorial
pound change is constrained to 75 percent of the zone 1 & 2 charge. The
calculation basically requires changing the last cell in the second to last
column on page 3 of USPS-T-34, Workpaper RR-G (LR-H-205). This

“change is carried through automatically to the editorial content worksheet

(USPS-T-34, WP RR-C).

¢) The factors that cause the editorial content cost coverage to be lower in my
proposed rate design as well as under the scenario posited in part (b) are:

1. The major reason for the difference in the editorial content cost coverage,
based on my analysis, is the difference in the target cost coverage for
the Regular Rate subclass itself. The cost coverage for Regular Rate
Periodicals in Docket No. R94-1 was 116.2 percent, whereas the target cost

coverage in the present Docket is 107 percent.
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MH/USPS-T34-1( ¢ ) Continued, Page 3 of 5

2. The revenue from Science of Agriculture (DDU, DSCF, and Zones 1 &
2, which should have been included, was not included in my calculation
of the cost coverage. Inclusion of this revenue would cause a very small
increése ( about 7/100 of a percent) in the cost coverage.

3. I'have used TYBR costs with contingency instead of TYAR costs with
contingency. Once again, a small increase (about 4/10 of a percent) resuits in
the cost coverage.

4. Areview of PRC-LR-13 in Docket No. R94-1 showed that the Science of
Agriculture and Science of Agriculture commingled, Zones 1 & 2, DSCF,

and DDU pound revenues were double counted, which when corrected for

&

reduces the 85.5 cost coverage by a small percent (about 2/10 of a percent).

d) The methodology for calculating editorial content cost coverage that | have
used is consistent with the methodology employed by Witness Foster in
Docket No. R94-1. Two differences are the non-inclusion of the Science of
Agriculture Pound revenue and the use of TYBR costs instead of TYAR
costs, as discussed in part ( c ) above.

e) Not necessarily. There are three possible scenarios: 1) The distribution of

editorial pounds is the same as advertising pounds in which case the
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MH/USPS-T34-1( e ) Continued, Page 4 of 5
calculation of the editorial pound rate and the resulting cost coverage is
reasonable. 2) The distribution of the editorial pound is concentrated more in
the lower zones, which means that the editorial pound rate should be lower
than what | have estimated. But, since the editorial content cost coverage is
significantly lower than 100 percent , this issue does not become critical until
the cost coverage starts to approach 100 percent. In other words, the
editorial cost coverage can increase another 11 percent before it becomes a

problem. 3) The last possibility is that the editorial content is concentrated in

4877

the higher zones in which case the proposed rate for editorial pounds is lower

than what it should be.

If high editoriat publications do not qualify for substantial presort
discounts, as you have asserted, and | have no way to either confirm or
refute this statement, then it is possible that the editorial cost coverage is

underestimated. But, given that the presort discounts are worksharing

discounts, this mail, that according to you does not receive substantial presort

discount, also has a higher processing cost. Also, if the opposite is true, that

high editorial content publications qualify for more presort discounts, then the

cost coverage for editorial content is overestimated.
Once again, as the cost coverage for editorial content approaches 100

percent, the pound distribution of editorial content could be researched.
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MH/USPS-T34-1( e ) Continued, Page 5 of 5
Presort discount qualification is a non-issue since it is directly related to cost

saving activities of the mailers.
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MH/USPS-T34-2. With reference to your response to ABP/USPS-T34-9:

(a) What editorial content cost coverage would result assuming that 30 percent of
Periodicals Regular revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 75 percent of the zone 1/2 charge?
Please explain your calculation fully.

(b} What editorial content cost coverage would result assuming that 30 percent of
Periodicals Regular revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 80 percent of the zone 1/2 charge?
Piease explain your calculation fully.

(c) What editorial content cost coverage would result assuming that 35 percent of
Pericdicals Regular revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 75 percent of the zone 1/2 charge?
Please explain your calculation fully.

(d) What editorial content cost coverage would result assuming that 35 percent of
Periodicals Regular revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 80 percent of the zone 1/2 charge?
Please explain your calculation fully.

b

(e) In the scenario posited in part (d) above, what average increase in piece rates

(over current rates) would result? Please expiain your calculation fully.

(h In the scenario posited in part (d) above, to what extent do you estimate that the
rate increase (over current rates) for any piece rate cell would exceed 10 percent?
Please explain your answer fully.

(o) In your view, could the increase in piece rates under the scenario posited in part
(d) above be justified, in view of the reduced editorial pound charge, under
statutory ratemaking criterion no. 8 (ECSI) (see USPS-T-30, p. 2)? Please explain
your answer fully.

RESPONSE

a) The editorial content cost coverage is estimated to be approximately 88

percent. In USPS-T-34 WP RR-G page 2, the editorial rate was changed from

174 to .125 and in USPS-T-34 WP RR-D page 1, the proportion of revenue
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MH/USPS-T34-2. With reference to your response to ABP/USPS-T34-9:

(a) What editorial content cost coverage would result assuming that 30 percent of
Periodicals Regular revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 17 percent of the zone 1/2 charge?
Please explain your calculation fully.

(b) What editorial content cost coverage would result assuming that 30 percent of
Periodicals Regular revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 80 percent of the zone 1/2 charge?
Please explain your calculation fully.

(c) What editorial content cost coverage would result assuming that 35 percent of
Periodicals Regutar revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 75 percent of the zone 1/2 charge?
Please explain your calculation fully.

(d) What editorial content cost coverage would result assuming that 35 percent of
Periodicals Regular revenues are to be generated by the pound rates, and
assuming an editorial pound charge that is 80 percent of the zone 1/2 charge?
Please explain your calculation fully.

(e) 'n the scenario posited in part (d) above, what average increase in piece rates
(over current rates) would result? Please explain your calculation fully.

(0 In the scenario posited in part (d) above, to what extent do you estimate that the
rate increase (over current rates) for any piece rate cell would exceed 10 percent?
Please explain your answer fully.

(g) In your view, could the increase in piece rates under the scenario posited in part
(d) above be justified, in view of the reduced editorial pound charge, under
statutory ratemaking criterion no. 8 (ECSI) (see USPS-T-30, p. 2)7 Please explain
your answer fully.

RESPONSE

a) The editorial content cost coverage is estimated to be approximately 88

percent. In USPS-T-34 WP RR-G page 2, the editorial rate was changed from

174 to .125 and in USPS-T-34 WP RR-D page 1, the proportion cf revenue
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MH/USPS-T34-2, Page 2 of 3

to get from piece rates was changed from .59 to .70. The attached

spreadsheets detail the cost coverage calculations.

b) The editorial content cost coverage is estimated to be approximately 89

d)

percent. In USPS-T-34 WP RR-G page 2, the editorial rate was changed from
174 to .134 and in USPS-T-34 WP RR-D page 1 proportion of revenue to get
from piece rates was changed from .59 to .70. The attached spreadsheets
detail the cost coverage calculations.

The editorial content cost coverage is estimated to be approximately 87
percent. In USPS-T-34 WP RR-G page 2, the editorial rate was changed from
174 to 125 and in USPS-T-34 WP RR-D page 1, the proportion of revenue
to get from piece rates was changed from .59 to .65. The attached
spreadsheets detail the cost coverage calculations.

The editorial content cost coverage is estimated to be approximately 88
percent. In USPS-T-34 WP RR-G page 2, the editorial rate was changed from
.174 to .134, and in USPS-T-34 WP RR-D page 1, the proportion of revenue
to get from piece rates was changed from .59 to .65. The attached
spreadsheets detail the cost coverage calculations.

The average increase in piece rates is estimated to be 16.6 percent. This
result was obtained by further modifications to the appropriate workpapers
having the modifications described in part (d) above. First USPS-T-34 WP

RR-J was modified to calculate Piece Revenue per piece by summing piece
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H/USPS-T34-2(e) Continued, Page 3 of 3
revenue generated by the scenario described in d above then dividing by the
number of pieces. This yielded the value $0.155, a weighted average
revenue per‘piece. Next, USPS-T-34 WP RR-E was used to calculate the
weighted average revenue per piece under current rates, i.e., the piece
revenue vélue of $950,922,206 divided by the piece count of 7,172,571,146
to vield a weighted average piece revenue per piece of $0.133. The
difference between $0.133 and $0.155, divided by $0.133, equals the
weighted average percent change in the piece rates that would result under
the scenario described in (d) above.
According to WP RR-L page 1, under the scenario described in (d), 9 out of
12 piece rate cells would increase more than 10 percent — the highest by
more than 25 percent. See attached.
No. Rate designs must be evaluated in view of all nine criteria. The scenario
posited in part (d), results in rate ceil changes ranging from a deciine of 27.8
percent rate cell change, for pound rate zoned delivery unit, to an increase of
25.3 percent, for carrier route high density pieces. The proposed rates
exhibit a much more conservative degree of change in order to meet all nine
of the rate making criteria. (see attached spreadsheet which lists eaéh cell

change, aiso see USPS-T-34 WP RR-L page 1.
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R “_Rates

Irats Element Type - Y R L cescument] - gPercent
~ o w8 Teropossd) t L TR Rates <3Changs]
T 7 ONED ADVRTSG DELIVERY UNIT POUNDS 0.092 0.169 45 6%
""f 7 ONED ADVRTSG SCF POUNDS 0114 0.190 20 0%
7 ONED ADVRTSG ZONES 142 POUNDS 0.137 0.214 -36.0%
. ONED ADVRTSG ZONE 3 POUNDS 0.150 0.224 -33.0%
. l& fvy &\ [ZONED ADVRTSG ZONE 4 POUNDS 0.185 0.251 -26.3%
v f~y [onED ADVRTSG ZONE 5 POUNDS 0239 0292] -182%
v W\ t Q [EONED ADVRTSG ZONE 6 POUNDS 0.295 0.336 -12.2%
H “ IZONED ADVRTSG ZONE 7 POUNDS 0.350 0.388 -9.8%
T 9\ a 1Y JZONED ADVRTSG ZONE 8 POUNDS 0.408 0.432 -5.6%
PO T POUNDS 0103 0161 -36.2%
NS
- \} T ;“ SC1 OF AGRICULTURE. DELIVERY OFFICE POUNDS 0.069 0121] 457%
' ‘: E D ISC! OF AGRICULTURE SCF POUNDS 0.085 0143  -39.9%
fsC1. OF AGRICULTURE ZONES 182 POUNDS 0.103 0.16% -36.0%
- [SC1. OF AGRICULTURE ZONE 3 POUNDS 0.150 0224] -33.0%
Isc! OF AGRICULTURE ZONE 4 POUNDS 0.185 0251  -263%
[sci. OF AGRICULTURE ZONE § POUNDS 0.229 0292 -18.2%
[sci OF AGRICULTURE ZONE 6 POUNDS 0.295 0.336 -12.2%
15C1 OF AGRICULTURE ZONE 7 POUNDS 0.350 0.388 9.8%
SCI. OF AGRICULTURE ZONE 8 POUNDS 0.408 0.432 -56%
SCI. OF AGRICULTURE - NONADVERTISING POUNDS 0.103 0.161 -36 2%
SC1OF AGI COMMNGLD NONSBSCRBR DELIVERY UNIT POUNDS 0.092 0.169 45 6%
[SCIOF AGI COMMNGLD NONSBSCRBR SCF POUNDS 0.114 0.190 -40.0%
SCI OF AGI COMMNGLD NONSBSCRBR ZONES 142 POLINDS 0.137 0.214 -365.0%
SCI OF AGI COMMNGLD NONSESCRER NONADVERTISING POUNDS 0.103 0.161 -36 2%
JBASIC NON-AUTOMATION PIECES 0.285 0.240 22.9%
[8ASIC AUTOMATION LETTER PIECES 0.214 0.194 10.3%
[BASIC AUTOMATION FLAT PIECES 0.253 0.20% 21.1%
[BASIC NON-AUTOMATION 3 DIGIT PIECES 0.249 0.202 23.3%
{BASIC AUTOMATION 3 DIGIT LETTER - PIECES 0.188 0173 14.5%
JEASIC AUTOMATION 3 DIGIT FLAT PIECES 0.220 0.17% 257%
JEASIC NON-AUTOMATION 5 DIGIT PIECES 0.246 0.202 21.8%
[BA51C AUTOMATION § DIGIT LETTER PIECES 0.154 0173 12.1%
[BASIC AUTOMATION 5 DIGIT FLAT PIECES 0.218 0.175 24 6%
“JCARRIER ROUTE BASIC PIECES 0.160 0.119 5%
fcARRIER ROUTE HIGH DENSITY PIECES 0.148 0.411 33.3%
[CARRIER ROUTE SATURATION PIECES 0.134 0.095 41.1%
[PERCENTAGE EDITORIAL DISCOUNT PIECES -0.059 0.057 15%
WKSHARING DISCNTDELIVERY OFFICE ENTRY PIECES 0.023 -0.021 9. 5%}
WK SHARING DISCNT SCF ENTRY PIECES 0.012 0.011 9.1%
lusnc NONAUTOMATION PIECES 0.285 0.240 22.8%
§BASIC AUTOMATION LETYER PIECES 0.214 0.194 10.3%
§BASIC AUTOMATION FLAT PIECES 0.253 0.209 211%
3 DIGIT NONAUTOMATION PIECES 0.249 0.202 23.3%
i DIGIT AUTOMATION LETTER PIECES 0.198 0173 14.5%
b DIGIT AUTOMATION FLAT PIECES 0.220 0.175 25.7%
[5 DIGIT NORAUTOMATION FIECES 0.246 0.202 21.8%
{5 DIGIT AUTOMATION LETTER PIECES 0194 0.173 12.1%
5 DIGIT AUTOMATION FLAT PIECES 0218 0175 24 6%
lCARRIER ROUTE PIECES 0.160 0.119 34 5%
HIGH DENSITY PIECES 0148 0111 33.3%
SATURATION - PIECES 0.134 0.095 41.1%
SCi.OF AGRICULTURE - Editoriat Discount PIECES -0.059 .057 3.5%
15C). OF AGRICULTURE - Pc. Disc. Delivery Unt PIECES -0.023 0.021 9.5%
SCI. OF AGRICULTURE - Pc. Disc 5CF PIECES 0012 0.011 9.1%
0.000
SCI OF AG! COMMNGLD NONSBSCRBR - Basic Noasutomation  [PIECES 0.285 0.240 22 9%
<Gl OF AGI. COMMNGLD NONSBSCRER - Basic Automation Flar |PIECES 0.000 0.000
SCI OF AGL COMMNGLD NONSBSCRER - Edilonal Discount PIECES -0.058 -0.057 3.5%
SCI OF AGI COMMNGLD NONSBSCRBR - Pc Disc SCF PIECES -0.012 -0.011 T 91%
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Fate Ebement Type TYER Rates T T Reverve)
LT o et Y
ZONED AOVRTSG DELIVERY UNIY POUNDS 9.960.014 0092[ 5 91€. 321
ZONED ADVRTSS SCF POUNDS 457 293 337 0114] s 52 131 440
ZONED ADVRTSG JONES 142 POUNDS 269 690 184 0137 $ 3€ 974 955
ZONED ADVRTSG ZONE 3 POUNDS 144 BE7 455 0.150] 8 21.725.368
ZONED ADVRTSS ZONE & POUNDS 218 542 082 0185 § 40 689 2B5
ZONED ADVRTSG ZOME 5 POUNDS 220 B18 387 02395 52775 594
ONED ADVRTSG ZONE & POUNDS 78526125 02953 23,165,384
ONED ADVRTSG 20ME 7 POUNDS €1288 769 0350 § 21 451,068
[ZONED ADVRTSG ZONE 8 POUNDS 53 577,529 D408| § 24,022,832
NONADVE RTISING POUNDS 1.814.919.103 0.103| 8 186 482 938
ISC) OF AGRICULTURE DELIVERY OFFICE POUNDS 21317 LR E 1471
SC1 OF AGRICULTURE SCF POUNDS 1112 830 [ B 95,703
ISCI OF AGRICULTURE ZONES 132 POUNDS £.795 307 0103] 3 493 917
[5C!_OF AGRICULTURE ZONE 3 POUNDS 239 597 0.150{ 35,940
[5C! OF AGRICULTURE ZONE 4 POUNDS 18590 0185] § 25,208
§5C1 OF AGRICULTURE ZONE 5 POUNDS 786,351 02398 18,248
§SCI OF AGRICULTURE ZONE & POUNDS 7429 0.295] 5 2182
§5C) OF AGRICULTURE ZONE 7 POUNDS 7.491 0350] § 2,822
§5C! OF AGRICULTURE ZONE 8 POUNDS & 083 0.408] 3 2482
J5C1 OF AGRICULTURE - NONADVERTISING POUNDS yye24181 010275 8 117,383
OF AGI COMMNGLD NONSBSCRBR DELIVERY UNIT POUNDS 0 0.092] % -
f5C1 OF AGt COMMNGLD NONSBSCRBR SCF POUNDS 2075 05143 237
J5C1 OF AGH COMMNGLD NONSESCRBR ZONES 182 POUNDS 13245 0.137] % 1,830
[5C1 OF AGI COMMNGLD NONSBSCRER NONADVERTISING POUNDS 2588 ew3fs 07
IBASIC NON-AUTOMATION PECES 359 096511 0.295] % 105,933,471
[BASIC AUTOMATION LETTER PECES 12 390359 0.214] 8 5,931,537
JBASIC AUTOMATION FLAT PIECES 107.675.73%6 0.253] % 27.241.961
[BASIC NON-AUTOMATION 3 DiGIT PIECES 999671 188 0245 § 248 $18.126
[BASIC AUTOMATION 3 DIGIT LETTER PIECES 2071964 o1se|s 2,380,249
[BASIC AUTOMATION 3 DGIT FLAT PIECES 575 D67 526 0.220] 8 125 514 856
JEASIC NON-AUTOMATION 5 DIGIT PIECES 1,185 017,357 [FEB 285,504 270
[EA5iC AUTOMATION S BIGIT LETTER PIECES 27616.168 0.194] 3 4,387,537
JBASIC AUTOMATION 5 D<GIT FLAT PIECES 1.077.387 740 0.218] 234 B63.987
ICARRIER ROUTE BASIC PIECES 2785726 710 o160) 3 445,636,274
JLARRIER ROUTE HIGH DENSITY PIECES 19.901.228 0.148] $ 2.045 282
JCARRIER ROUTE SATURATION PIECES 16 478 658 0134] % 2,208,140
JPERCENTAGE EDITORLLL DISCOUNT PIECES 4205041617] 0059 § (248,097 455)
MACSHARING DXSCNTDELIVERY OFFICE ENTRY PECES 30 442 §3% 0023 $ (907.1 87)
MG HARING DISCNT SCF ENTRY PECES 2159 456 B69 0012 % (25,817 480}
JBASIC NONAUTOMATION PECES 0 02e5) s -
[B451C AUTOMATION LETTER PIECES p| 0214]s -
{BASIC AUTOMATION FLAT PIECES 0 0253 § .
) DIGIT NONAUTOMATION PIECES 0 0.249] -
3 DIGIT ALTOMATION LETTER PMECES [} 0.198] 3 -
[3 DIGIT AUTOMATION FLAY PIECES o 0.220] § .
5 DIGIT NONAUTOMATION [PiECES [ 0.246] § -
5-DIGIY AUTOMATION LETTER PIECES 0 0194] 8 -
§5 DIGIT AUTOMATION FLAT PECES o 0218( § -
ICARRIER ROUTE PIECES [ 0.160
HIGH DENSITY PIECES o 0148
fSATURATION PIECES [ 0.134
15C1 OF AGRICULTURE - Editonal Discount PIECES ze4z355| 005918 (167 .639)]
$§5Ct OF AGRICULTURE - Pc Dist Deinary Unit PIECES 27 597 0023} 3 (5.235)]
§5Ct OF AGRICULTURE - Pc D¢ SCF PIECES sgagae |  DO12]S 7.139))
CIOF AGE COMMNGLD NONSBSCRBR - Basc Nonsutomaton MECES 32413 0 295] 3 9 562
501 OF AGH COMMNGLD NONSBSCRER - Bane Automanon Fiat PMECES 0 [N B -
I5C1 OF AGH COMMNGLD NONSBSCRER - Eodonasl Dveooust PIECES veas| -0058] % (686)
[SCI OF AGY COMMNGLD NONSBSCRER . Pc D¢ SCF PIECES o L0112 § -
Tolal Revenue B K] 1,678,591,890
[Total Reguiar Rate & SOA Pieces 7,472571,146
Total Pieces 1 7.172.571.146
[RPW Agjustment Facior 100 0B4 %
[RPW Agjusimented Revenue $  1,679,996.236
[Fee Revenue B K 14,651,000
[Total Revenue including fees 5 1,694 647 236
ITYBR Cost 3 1.596,273.680
Cost Coverage 1.0683
Desited Cost Coverage 10700
[Average Totwl RPW Adjusied Revenue Fer Piece WiO Fees $ 0234]
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IMPLICIT COST COVERAGE FOR EDITOR.. - AND ADVERTISING MATTER ﬁ,;e_ | o ﬁ 3
Yest Vear one Volume i Redistrbulea] Medrstiibuled proposed
Volume Percents Editorial Lbs. Total Pounds Rates 100% Adverlising 100% Editorial
Delivery Unit 9.960,014 066% 11915650 21,875,665 0092 § 2.012,561
SCF 457,295,412 30.14% 547,084,783 1,004,380,195 01148 114,499 342
Jones 182 269,903,529 17 79% 322,898,754 592,802,293 01371 % 81,213,914
Zone 3 145,102,052 9 56% 173,592,655 318,694,706 0150 % 47 6804 206
Zone 4 220,078,772 14 5% 263,290,958 481,369,730 0185] % 89423 400
Jone 5 220,894,738 14 56% 264,267,138 485,151,876 0239 % 115,953 688
Zone 6 78,534 156 518% 93,954 237 172,488,392 0295 % 50.884,076
Zone 7 61,296,260 4 04% 73.331,702 134,627 962 0.350( $ 47 119787
Zone 8 53,983,612 3 56% 64 583,226 118,566,838 0408] % 48375270
Adverlising Total 1,517.048,552 100 00% [ 5Q7 286 244
[.dilorial Pounds 1,814 919,100 1,814 919,103 0110] % - $ 365,183,655
lotal Pounds 3,331,967 657 3,331,967 657 Deleted(Not needed) | $ 365,183,655
Pleces Pc. Rate Pc. Revenue
BASIC NON-AUTOMATION 359,096,511 0293 § 105215278 1( % 105,215,278
BASIC AUTOMATION LETTER 32,390,359 0212 686675 | % 6.866.756
RASIC AUTOMATION FLAT 107,675,736 0251 % 27026610} S 27026610
NASIC NON-AUTOMATION 1 DIGIT 999 671,188 02471 246918783 | § 246,918,783
IASIC AUTOMATION 3 DIGIT LETTER 12,071,964 0196] $ 2,366,105 | § 2,366,105
BASIC AUTOMATION 3 DIGIT FLAT 575,067,526 02181 % 1252647211 % 125,364,721
BASIC NON-AUTOMATION 5 DIGIY 1,165,017,357 02441 § 2842642251 % 284.264,235
NASIC AUTOMATION 5 DIGIT LETTER 22616,168 0192 % 4,342,304 | § 4,342,304
DASIC AUTOMATION 5 DIGIT FLAT 1.077.357,740 0216 3% 232709272 1% 232709277
CARRIER ROUTE BASIC 2.785,226,710 01581 % 440065820 | $ 440065820
CARRIER ROUTE HIGH DENSITY 19,901,228 014G( § 2905579153 2,905,579
CARRIER ROUTE SATURATION 16,478,658 01321 % 2175183 | § 2.17518)
WKSHARING DISCNTDELIVERY OFFICE ENTRY 19,442 9314 00231 % (9071871 § (907.187)
WKSHARING DISCNT SCF ENTRY 2.151 456,669 Q0121 S (25,817 480)| § (25.817 48000
PERCENTAGE EDITORIAL DISCOUNT @ 100% 717257t 146 100 00% -0.059 $ (423,181 698y
Tolat s 1,453,495 979 | 5 1,030,314 281
Total Revenues Pieces & Pounds 3 2050782223 1% 1395497836
NPW Adjusiment Faclor 100 0837% 100 0837%.
Revenue * RPW Adjusimeni Factor 2.052.497 951 1,396,665 440
IFees 14,651,000 14,651,000
Revenue with Fees 2.067,148,9517 1,411.316 440
IYOR Cos! with Contingency 1,586 273 680 1.586,273.6R0
1303147724 0 AAGIOLH 1A

Cosl Coverage
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Feriodicals: Regular Rates

R N O KR SR U R R E R R P RO SR S !
ﬂﬁu Element Trpe Rates Currant Parcent
Propossd Rates Change
ONED ADVRTSG DELIVERY UNIT POUNGS 00s2 0163/  456%
[ZONED ADVRTSG SCF POUNDS 0114 0180 40 0%
ZONED ADVRTSG ZONES a2 POUNDS 0137 0214 236 0%
QONED ADVRTSG ZONE 3 POUNDS 0150 0.224 -33 0%
ZONED ADVRTSG ZONE 4 POUNDS 0185 0.251 -26 3%
ZONED ADVRTSG ZONE § POUNDS 0.239 0.292 -18 2%
ZONED ADVRTSG ZONE 6 POUNDS 0285 0.336 =12 2%
[ZONED ADVRTSG ZONE 7 POUNDS 0.350 0 388 -9 8%
IZONED ADVRTSG ZONE B POUNDS 0408 0.432 -56%
NONADVERTISING POUNDS C.110 046" -3% 9%
SC! OF AGRICULTURE DELIVERY OFFICE POUNDS 0.069 o127 45 7%
SC) OF AGRICULTURE SCF PCUNDS 0.CB6 PRLE! -39 9%
SCI OF AGRICULTURE ZONES 142 POUNDS 0103 016 -36 0%
5C). OF AGRICULTURE ZONE 3 POUNDS 0.150 0224 -33.0%
SCI OF AGRICULTURE 20ONE 4 POUNCS 0.185 0251 -26 3%
SCI OF AGRICULTURE ZONE § POUNDS 0.239 0252 -18 2%
SC). OF AGRICULTURE ZONE 6 POUNDS 0.295 033 -12 2%
SCI OF AGRICULTURE ZONE 7 POUNDS 0.350 0.388 -9 8%
SCI. OF AGRICULTURE ZONE 8 POUNDS 0408 0432 56%
SCI OF AGRICULTURE - NONADVERTISING PQUNDS 0110 0161 -31.9%
SCIOF AGI COMMNGLD NONSBSCRBR DELVERY UNIT PCUNDS 0092 0169 -45 6%
SCI OF AGI COMMNGLD NCNSBSCRBR SCF POUNDS 0114 0180 -40 0%
SCI OF AGI COMMNGLD NONSBSCRBR ZONES 182 POUNDS 0.137 0.214 -36.0%
SCIOF AG! COMMNGLD NONSBSCRBR NONADVERTISING POUNDS 0.110 0161 -31 8%
BASIC NON-AUTOMATION PIECES 0.293 0.240 22 1%
BASIC AUTCMATION LETTZR PIECES 0212 0194 9.3%
JBASIC AUTOMATION FLAT PIECES 0251 0.209 201%
[BASiC NON-AUTOMATION 3 DIGIT PIECES 0.247 0202 22.3%
|easic auTomaTioN 3 DIGIT (ETTER PIECES 0.196 0.173 13.3%
[ASIC AUTOMATION 3 D1GIT FLAT PIECES 0.218 0175 24 5%
[BASIC NON-AUTOMATION § DiGIT PIECES 0.244 0.202 20.8%
{BASIC AUTOMATION 5 DiGIT LETTER PIECES 0.192 £.173 11.0%
BASIC AUTOMATION 5 DVGIT FLAT PIECES 0216 0.175 23 4%
CARRIER ROUTE BASIC PIECES 0.158 0119 32.8%
CARRIER ROUTE HIGH DENSITY PIECES 0.146 0111 31 5%
CARRIER RCUTE SATURATION PIECES 0.132 0.095 38 8%
PERCENTAGE EDITORIAL QISCOUNT PIECES -0 058 -0.057 35%
WX SHARING DISCNTDELIVERY OFFICE ENTRY PIECES -0.023 -0.021 9.5%
[WKSHARING DISCNT SCF ENTRY PIECES 0012 0011 91%
JBASIC NONAUTOMATION PIECES 0.293 0240 22.1%
[BASIC AUTOMATION LETTER PIECES 0.212 0.194 9.3%
BASIC AUTOMATION FLAT PIECES 0.251 0.209 201%
3 DIGIT NONAUTOMATION PIECES 0247 0.202 22.3%
3 DIGIT AUTOMATION LETTER PIECES 0.186 0.173 13 3%
3 CHGT AUTOMATION FLAT PECES 0218 0175 24 6%
5 DIGIT NONAUTOMATION PIECES 0.244 0.202 20.8%
5-DIGIT AUTOMATION LETTER PIECES 0.182 0173 11.0%
5 DIGIT AUTCMATION FLAT PIECES 0216 0.175 23.4%
CARRIER ROUTE PIECES 0.158 D.119 32.8%
HIGH DENSITY PIECES 0146 0.1 31.5%
SATURATION PIECES 0.132 0095 385%
SCLOF AGRICUL TURE - Ednerial Discount PIECES -0.059 -0.057 3.5%
SCI OF AGRICULTURE - Pc Dise Delivery Unit PIECES -0.023 -3.021 9 5%
SCI OF AGRICULTURE - Pc Dise. 5CF PIECES -0.012 -0.0%1 9 1%
0.000
SCI OF AGI COMMNGLD NONSBSCRBR - Basic Noraulomalion  [PIECES 0.293 0.240 22.1%
SCIOF AGI COMMNGLD NONSBSCRBR - Basic Automauon Flat |PIECES 0000 0 000
SCI OF AGI COMMNGLD NONSBSCRER - Edtonal Discourt PIECES -0.059 -0.057 3.5%
SCt OF AGI COMMNGLD NONSBSCRER - Pc. Disc 50F PIECES -0.012 -0.011 3.1%
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RATE DEVELOPMENT: TYBR VOLUMES, TYAR RATES, AND REVENUE —
Rate Element Type TYBR Rates R.:‘"—u"
Volume
[Z2OMES ADVRTSG CELCWVERY UNIT POUNES 3 #0014 009218 S16.325
2CNED ASVRTSG 5CF POUNES 457 253337 0114( 8 52.31 447
2ONED ADVRTSG ZCHES 147 POUNCS 259 890 B4 Q1371 S 35,974,955
TONED ADVARTSG ZONE 3 POUNDS a4 B6Z 4£5 0150] 8 21.729 168 |
ZCNED AGVRTSG ZONE 4 PLLNGS 219542 €82 0185]'S 43.68% 285 |
[SORED ADVRTSG ZONE 5 POUNDS 220 818 387 0239 § 52775504 |
ZONED ADVRTSS ZCHNES POULDS TAS25TIS 0295| 8 23165 284
[~=4 ED AIVRTSS ZONE 7 PCUNDS 51288 769 0350(§ 21,451,069
7HNE D ASVRTSE ZCNE 8 POLNDS 53977 529 D408) % 22,022 932
~CHAZVERTISING POUNCS T B4 $1%10) o110l S 168 915134
531 OF AGRICULTURE DELIVERY OF7'CE POUNDS 2137 o065 S 1.471
SC SF AGRICATRE 5CF POUNCS 1112 B30 oossl § 95703
§2i OF AGRICULT,PE JTHES 142 PCUNCS 4795307 0103] § 493 917
SC: OF AGRICULTLURE ZUNE ) PCUNTS 239 £57 0150] 8 35940
SCH CF AGRICULTURE IONE @ PTUNCS 135 530 0 185] § 25 288
SCi DF AGRICULTURE IONE § POLNCS 76151 023918 18.248
oCi CF AGR.CLITLRE ZDNE & POUNES T 428 0295) 8 2192
St OF AGRICULTURE ZONE 7 PCUNDS T a3 0350] § 2622
5Ct OF AGRICLLTURE ZONE 8 POUNDS ) 04081 $ 2482
SO OF AGRICULTLURE - KONADVERT.SING POUNCS 1042 4°5 0 1056] S 125 209
ST OF AGE COMMAGLD NONSRSCRBR DELVERY UNIT POLNDS 2 0092) 8§ -
521 QOF AGH COMMNGLI NONSESCRER SIF POUNDS 207¢ 0114( S 237
SC!OF AGi SoMM LD NCHSRSTREBR ZONES TR2 FOUNES 132355 0137] 8 1830
SZ:CF AG COMMEGLD NCNSESCRER STNACDVERTISING PULNES 2588 osel]s 328
BASIC NON-AUTEMATIEN PIECES 289 096 541 02%3] § 105 215 278
BASIC AUTSMATION LETTER PIZCES 12 290 259 0212]$ 6 866.756
BA5IC ALTCMATIGN FLAT PECES 07 575 736 02515 27,026 610
R8I0 NON-AUTOMATICN 3 TIGHT PECES S99 ST 1B8 Q2471 8 246 918.783
BASIC AUTCMATICN 3 DIGIT LETTER PECES 12071 964 0.196] S 2.366.105
BASE AUTOMATICN 3 THGIT FLAT PIECES 575 067 528 0218] § 125.364 721
BASIC NOCN-AUTEMATION 5 TIGIT PECES 1,165 017 357 02441 % 284 264 235
2250 AUTOMATION § DIGIT LETTER PIECES 22615 168 0192} 8 4.342.304
BAS.C AUTOMATICN 5 DIGIT FLAT PECES 1977 357 740 0216] & 232,709.272
ICARRIER ACLTE BASIC MEZES 2785226 710 01581 S 440.065 820
CARRIER ROUTE =1GH DENSITY FECES 19 501 228 0.146] § 2.905.579
[CARRIER ROUTE SATURATION PECES 16 478 558 0.132] § 2.175,183
PERCENTAGE EONTCRIAL DISCOUNT PIECES 4 205 04t 617 0059 8 {248 087 .43%
ASHAR'NG TISCNTCELIVERY DFFCE ENTARY PIECES 39 442 531 S0023] 8 1907187}
AMSHARING DISSNT SCF ENTRY PECES 2.151 456 569 Q02 s 125 817 480
EASIC NONAUTOMATION PIECES 0 0293] 5 -
BASIC AUTCMATION LETTER BECES 0 02124 % -
BAS:C ALTCMATICN FLAT PIECES g D251f 8 -
3 D157 NONALTOMATION 2ELES 0 0.247] % .
3 ZIGIT AUTOMATICN LETTER PIECES a 0196} S -
3 2IGIT AUTCMATICN FLAT PIECES [} 0.218] S -
2 SIGT NONAUTOMATION PIECES 0 0.244] % -
5.21GIT AUTOMATION LETTER PIECES 0 Q1525 -
L DIGIT AUTCMATICH FLAT PIECES o 0216] § -
CARRIER QCUTE PIECES Q 0158
—IGH CENSITY PIECES o] 0146
SATURATION PIECES L 0132
3¢ OF AGRICULTURE - Ecional Discount PECES 2842 2% -0.0591 § {167.699)
SC! OF AGRICULTURE - Pe Dise Cenvery Lmt PIECES 227 587 -00231 5 (5 23%)
52 OF AGRICULTURE - P¢ Dise SCF PIECES 534 938 001218 (7,139
SCi OF AGI COMMNGLD MONSBSCRER - Bas.c Nonautomation PIECES 32413 029315 9.497
SC1 CF AGI COMMNGLD HONSISCRER - 3asic Avlomanoh F1at PIEZES Q o ooy s -
S0 OF AGI COMMNGLD NONSESCRER - Eanpnal Drseount PIECES 11638 -0 059] § 1686)
SCiSF 43 CCMMNGLT NCNSBSTRER - P Duc SCF PECES 0 00124 5 -
Tcal Reveruve s 1.676.678.300
Total Regular Rate & SOA Pieces 7.172.571.146
Total Pieces 7172571146
RPW Adjustment Factior : 100 0BA%
RPW Adjusimented Revenue s 1 678 0B1.645
Fee Revenue S 14 651.000
Tota! Reenue ingtucing fees 1 1692732645
TYBR Cost % t 586.273 680
Cost Coverage 10671
Desred Cos! Coverage 1 Q70C
[3verage Tctal RPW Adjusied Revenue Per Piece. W0 Fees 3 0.234 |
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Yest vear Tone Volume Redstributed Redistrbuted -Broposed
Veolume Percents Editoriat Lbs. Tota! Pounds Rales 00% Advertising 100% Editorial
Debkvery Unil 9,960,014 0.66% 11915650 21875665 01221 % 2,668,831
SCF 457,295 412 30.14% 547,084,783 1,004.380,195 0.144}1 % 144 630,748
Zones 1&2 269,803 539 17.79% 322,898,754 592,802,293 0167 $ 98,997,983
Zone 3 145102052 9 56% 173,592 655 318,694,706 0180| § 57.365047
Zone 4 220,078,772 14 51% 263,290,958 483,369,730 0215 % 103,924 492
Zone 5 220,894,738 t4 56% 264,267,138 485,161,876 0269 $ 130,508,545
Zone 6 78,534 156 5 18% 93,954,237 172,488 392 03251 % 56,058,728
Zone 7 51,296,260 4 04% 73,331,702 134,627 962 02380} % 51,158,625
Zone 8 53,983,612 3.56% 64,583,226 118,566,838 0438 % 51,932,275
Adverlising Total 1,517,048,55] 100 Q0% $ 697245274
Edilonal Pounds 1,814 919,103 1.814,919,103 01251 % $ 417,328,949
Tolal Pounds 3,331,967 657 3.331.967 657 Deleted(Not needed) | § 417,328 949
Pieces Pc. Rate Pc. Revenue
BASIC NON-AUTOMATION 359,096,511 0282] % 101,265,216 | § 101,265,216
BASIC AUTOMATION LETTER 32,390,359 0201l % 5510467 | % 6510463
BASIC AUTOMATION FLAT 107,675,736 0240] % 258421771 % 25842177
HASIC NON-AUTOMATION 3 DIGIT 999 671,183 0236] % 235922400 % 235,922,400
SASIC AUTOMATION 3 DIGIT LETTER 12,071,964 0.185! % 223321318 2233113
BASIC AUTOMATION 3 DIGIT FLAT 575.067,526 0207] % 119038978 | $ 119,038,978
BASIC NON-AUTOMATION 5 DIGIT 1,165017,357 02331 % 271449044 | § 271,449 044
BASIC AUTOMATION 5 DIGIT LETTER 22 616,168 0181} % 4,093,526 [ $ 4093526
BASIC AUTOMATICN 5 DIGIT FLAT 1.077,357,740 0205 % 220,858,337 ; $ 220,858,337
CARRIER ROUTE BASIC 2,785.226,710 0147] 3% 409,428,326 | $ 409,428,326
CARRIER ROUTE HIGH DENSITY 19,901,228 0135] % 2686666 [ % 2,686,666
CARRIER RQUTE SATURATION 16,478 658 0121] 3% 1993918 | § 1,993,918
WHKSHARING DISCNTDELIVERY OFFICE ENTRY 39,442 931 -0023| % (907 18731 % (907,187)
SHARING DISCNT SCF ENTRY 2,151,456 .669 00121 $ (25,817.480)% § {25,817, 480)
PERCENTAGE EDITORIAL DISCOUNT @ 100% 7,172 571,146 100.00% -0.059 $ (423,181,698
Tolal 3 1,374 597696 | § 951,415 999
Total Revenues Pieces & Pounds 1 2,071 842970 | § 1,368,744 948

DWW Adinctmant Faciar
U R THA LR A I e

100 0837%

—

nn f\a'l'l 74
Ui oy

3

Revenue " RPW Adjustment Factor

2.073,576,218

1.369.890.069

Cost Coverage

Fees 14,651,000 14,651,000
Revenue with Fees 2,088,227,318 1,384,541.069
TYBR Cost with Contingency 1,586.273.680 1.586.273.680

1.31643571 Q8728261
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RATE DEVELOPMENT: TYBR VOLUMES, TYAR RATES, AND REVENUE T
Rate Element Trpe TYBR Falas Favence
Volume
ZoNED AQVRTSG CELIVERY UNIT B c .
TCLED AOVATSG SCF pgﬁ:o: .; ;; 33; g :,2;5 z 515'::5' 122
? 850 240
[2SNED ASYRTSG ZCKES 142 POUNDS 265 890 184 D167| 8 43.071.661
ZONED ADWRTSS IOKE D POUNDS Y44 BE2 455 0180[ 26075242
THED ADVRTSG ZONE 2 POUNDS 215 547 082 0215] 8 47,287 548
ZOhED AGYRTSG ZONE S POUNDS £20 918 287 026858 55.400,146
TONES 2DVRTSS ZOKE § POLNDS Taszsize | D325 8 25521.186
ZANED ADVRTSS ZONE 7 PCUNDS 51288 759 0 380] 8 23.289.732
L ONED ADVRTSG ICHE B POUNDS §3 977 52% 0428] % 23642158
LONADVERTISING PCUNES 1 B14 519 403 0125 % 227018818
Js:z COF AGR'CULTURE DELIVERY DFTICE POUNDS 217 oooz § 1.961
SCI CF AGR.CLLTLRE SCF POUNDS 1412 820 R R 120.186
SCt OF AGRICULTJRE JONES 142 PLUNDTS & 795 30T pDi2s] $ 539 413
SCI OF AGRICULTURE ZONE 3 POLUNDS 239 597 01801 & 43127
SC. DF AGRICUVLTURE ICNE 4 PCUNDS 136 530 0215] 8 29 388
Soi OF AGRICULTURE ZCKE § POUNDS 76351 0 268¢ 5 20,518
S0 OF AGRICULTURE ZONE & POUNDS 7229 0.325] 8 2.415
SCI OF AGRICULTURE ZONE 7 FOUNDS 7491 0380} % 2.B4b
SC: OF AGRICLLTWRE 2OME 8 PGUNDS 5083 04385 2.664
Isc: 5F AGR:ICULTLRE - NONADVERTISING POUNDS a2 415 | D12525) 8 143 087
SC: CF AGE COCMMNGLD NONSBSCREBR DELIVERY UNIT PCUNDS 4 0122] 8 -
SC1OF AGH COVMNGLT NONSISCRER SCF POUNDS ity 0144} s 299
C!OF AGI COMMNGLT NCNSBSTRER ZONES 182 PCUNDS 13 355 0167] 8 2230
61 OF AGH COMMNGLD NCNSISTRER NCNADVERTISING POUNDS 2588 0125198 374
BASIC NCN-ALUTOMATION PECES 359 096 514 02821 % 101,265 216
ASIC ALTCMATION LETTER PIECES 37 350 35§ 0201] % 6 510462
845.C AUTOMATION FLAT PECES *57 6TETI6 02401 % 25 B42177
BASIC NON-AUTIOMATION 3 DIGIT PIECES 359671 188 0236] 8 235922 400
BASIC AUTOMATION 3 DIGIT LETTER PIECES 12 071 964 01851 % 2.233. 13
BASIS AUTOMATON 3 DIGIT FLAT FECES 575 D67 526 0207] 5% 119,038 978
450 NCN-AUTCMATICN £ DiGIT PECES 7165517 257 0233] % 271.445 044
fBASiC AUTCMATION $ DIGIT LETTER PECES 22616 68 0 1B11 S 4,093 526
{EASIC ALTSMATION 5 DIGIT FLAT PIECES 1 077 357 740 0 205] 8§ 220 358 237
[CARSER RCUTE 5A5IC PIECES 2785226 710 0147] 8 409 428.326
ARRIER ROUTE HiGH CENSITY PEZES 19 901 228 01351 % 2.586 EE5
CARRIER RQOUTE 5ATURATICN FIECES 15 478 B5A 0121] 8 1.993.918
PERZENYAGE EDITORIAL HSCOUNT PECES 4205341 617 -0.0561 8 {248 087 45%)
AKEHARING DISCNTDEL'WERY CFFICE ENTRY MECES 19 442 921 0023 S {907 187}
AXSHARING DISCNT SCF 2%7ay PECES 2 5% 456 669 -0012] S (25.817.480)
BASIC NONAUTOMATION PIECES 0 0.282] § -
BAS'C AUTCMATION LETTER P'ECES 0 0.201] 5 -
BASC AUTOMATION FLAT PIEZES 0 0240| 3 -
2 21GIT NONAUTOMATION PIECES 0 02361 % -
3 CiGHT AUTCMATICN LETTER PIECES 0 G 1B5] % -
7 HGIT AUTOMATION FLAT PECES *] 020718 -
£ NGIT NONAUTIMATION P'ECES 0 023315 -
5-SHGIT AUTOMATIGN LET 2R PIECES 0 018415 -
& OIGIT SUTOMATION FLAT PIECES o 0.205] § .
C2RRIER ACUTE PIECES [} 0.147
HIGH CENSITY PECES 0 0135
SATURATION PIECES Q 0121
S, OF AGRICULTURE - Ezgonal Distaunt PIECES 284235 00551 S 1167 699}
2 CF AGRIC'ULTURE - Pc Disc Denvery Unit PIECES 227 597 0023] 8 (5.235
<ot OF AGRICULTURE - Pe Dise SCF PIECES 594 323 00121 8 (713%9)
<o oF AGI COMMNGLD NONSGSCRER - Basic Nonautcrranon PEZES 32413 0 282] % 9,140
SIMOF AGI COMMNGLD NCNSS5CRER - Basc Automaucn Flat PIECES o] Q000 s -
S, 5F Al COMMEGLT NONSASCRER - E24oRal Diesurt PECES 11635 -D05S9] 8 {686)
SO TF AGE COMMNGLT NCNSESCABR (P s SCF PEZES o -0042] % -
Totar Revenue L 1671828717
Tetal Reguiar Rate & SOA Peces 7172 571146
Toial Pieces 7172571146
RPW Agiustment Factor 100 0B4%
RPW Acjustmented Revenue S 1673224402
Fee Revenue s 14.651.000
Tolal Revenue including fees § 1687675402
TYBR Cost s 1 586,273 680
Ccst Coverage 1 964}
Desired Cos: Coverage 10700
[Average Toial APW Acjusied Reverue Per Piece. WO Fees S 0233 ]
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Rate Element Type Rates Current Parcan
Proposed Rates Change

B, [ZONED ADVRTSG DELIVERY UNIT POUNDS 0.122 0.169 27 8%
f\ [ZONED ADVRTSG SCF POUNDS 0.144 0.190 -24.2%
‘. ONED AGVRTSG ZONES 182 POUNDS 0167 D214l -22.0%
© ZONED ADVRTSG ZONE 3 POUNDS 0.180 0224 -19.6%
ZONED ADVRTSG ZONE 4 POUNDS 0.215 0251 -14.3%
™ ZONED ADVRTSG 20NE § POUNDS 0.269 0.292 -7 9%
y ZOHED ADVRTSG ZONE & POUNDS 0325 0338 -3.3%
W ZONED ADVRTSG ZONE 7 POUNDS 0.380 0388 -21%
q: ZONED ADVRTSG ZONE 8 POUNDS 0438 0.432 1.4%
NONADVERTISING PQUNDS 0.125 0.161 -22.2%
3C1 OF AGRICULTURE DELIVERY QFFICE POUNDS 0.092 0127 -276%
sC1 OF AGRICULTURE SCF POUNDS 0.108 0.143 -24 5%
SCl OF AGRICULTURE ZONES 182 POUNDS 0.125 0163 -22.4%
SCI. OF AGRICULTURE ZONE 3 POUNDS D.180 0.224 -19.6%
SCI OF AGRICULTURE ZONE 4 PCUNDS 0.215 0.251 -14 3%

® sz OF AGRICULTURE ZONE 5 POUNDS | 0.269 0.292 -7 9%
SCI OF AGRICULTURE ZONE 6 POUNDS 0.325 0.336 -33%
SCi. OF AGRICULTURE ZONE 7 POUNDS 0.380 0.388 21%
SCI. OF AGRICULTURE ZONE 8 POUNDS 0.438 0.432 1.4%
©Cl OF AGRICULTURE - NONADVERTISING POUNDS 0.125 0.161 -22 2%
SC!OF AGI COMMNGLD NONSBSCRBR DELIVERY UNIT POUNDS 0122 0.189 .27.8%
S0 OF AGH COMMNGLD RONSBSCRER SCF POUNDS 0.144 0.190 -24 2%
501 OF AGI COMMNGLD NONSESCRBR ZONES 182 POUNDS 0.167 0214 -22.0%
SCI OF AG! COMMNGLD NONSBSCRBR NONACVERTISING POUNDS 0.125 0.161 .22.2%
BASIC NON-AUTOMATION PIECES 0.282 0.240 17 5%
[pASic AUTOMATION LETTER PIECES 0.201 0.194 36%
§5A51C AUTOMATION FLAT PIECES 0.240 0.209 14.8%
HASIC NON-AUTCMATION 3 DiGIT PIECES 0.236 0202 16 8%
BASIC AUTOMATICN 3 DIGIT LETTER PIECES 0.185 0173 6.9%
BASIC AUTOMATION 3 DIGIT FLAT PIECES 0.207 0.175 18.3%
{2AS1C NON-AUTOMATION 5 DIGIT PIECES 0233 0.202 15 3%
IBAsIC AUTOMATION § DIGIT LETTER PECES 0.181 0.173 4.6%
BASIC AUTOMATION 5 DIGIT FLAT PIECES 0.205 0175 17.1%
CARRIER ROUTE BASIC PIECES 0.147 0.119 23.5%
CARRIER ROUTE HIGH DENSITY PIECES 0.135 0111 21.6%
CARRIER ROUTE SATURATION PIECES 0.121 0.095 27 4%
FERCENTAGE EDITORIAL DISCOUNT . PIECES -0.059 -0.057 3.5%
bAK SHARING DISCNTDELIVERY OFFICE ENTRY PIECES -0.023 -0.021 95%
hAK SHARING DISCNT SCF ENTRY P{ECES -0.012 -0.011 91%
BASIC NONAUTOMATION PIECES 0.282 0.240 17.5%
BASIC AUTOMATION LETTER PIECES 0.201 0.194 36%
BASIC AUTOMATION FLAT PIECES 0.240 0.209 14.8%
3 DIGIT NONAUTOMATION PIECES 0.236 0.202 16.8%

3 DIGIT AUTOMATION LETTER PIECES 0.185 0.173 6.9%
3 DIGIT AUTOMATION FLAT PIECES 0.207 0175 18.3%
& DIGET NONAUTOMATION PIECES 0.233 0.202 153%

5 DIGIT AUTCMATION LETTER PIECES 0.181 0.173 46%
< DIGIT AUTCMATION FLAT PIECES : 0.205 0175 17.1%
CARRIER ROUTE PIECES 0.147 0.119 23.5%
1IGH DENSITY PIECES 0135 0111 216%
SATURATION PIECES 0121 0.095 27.4%
SC1 OF AGRICULTURE - Eaonal Discount PIECES -0.059 -0.057 35%
SCI OF AGRICULTURE - P¢ Disc Delivery Unt FIECES -0.023 -0.021 85%
5C1. OF AGRICULTURE - Pc Disc SCF PIECES -0.012 -0.011 91%

0.000
SC1 OF AGI COMMNGLD NONSBSCRER - Basic Nonautomaton  |PIECES 0.282 0.240 17.5%
SCI OF AGI COMMNGLD NONSBSCREBR - Basic Autamanon Flai |FIECES 0.000 0.000

§5C1 OF AGI COMMNGLD NONSBSCRER - Edilonal Discount PIECES -0.059 -0.057 3 5%
[sc1 oF AGI COMMNGLD NCNSBSCRER - Pe Disc SCF PIECES -0.012 -0.0M 9 1%
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Test vear Zone Volume Redistnbuted “Redistributed Proposeq
Volume Percents itorial Lbs. Total Pounds " Rates 100% Advertising 100% Edilorial
Dehvery Unit 9,965,014 0 66% 11,915,650 21,875 665 0122} % 2,668,831
SCF 457,295 412 30.14% 547,084,783 1,004,380,195 01441 % 144,630,748
Zones 1842 269,903,539 17.79% 322,898,754 592,802 293 0.167: § 98.997,983
Zone 3 145,102,052 9.56% 173.592,655 318,694 706 0.180; § 57.365,047
Zone 4 220,078,772 14.51% 263,290,958 483,369,730 g215( % 103,924 492
Zone 5 220,894,738 14.56% 264,267,138 485,161 876 0269] % 130,508 545
Zone 6 78,534 156 518% 93,954 237 172,488 392 0325 % 56,058,728
Zone 7 61,296 260 4 04% 73.331,702 134 627 962 0380 % 51,158,625
Zone 8 53,983.612 3.56% 64,583,226 118,566,838 0438 % 51.932.275
Advertising Tolal 1,517,048 553 100 G0% 5 697 245,274
Editorial Pounds 1814919103 1814919103 D134 % - $ 445,150,879
Totat Pounds 3,331,967 657 3,331,967 657 Deleled{Not needed) | § 445150 879
Pieces Pc. Rale P¢. Revenue
BASIC NON-AUTOMATION 359,096,511 0280 % 100.547.023 | $ 100,547,023
BASIC AUTOMATION LETTER 32,390,359 01991 3% 6445682 | % 6,445 682
BASIC AUTOMATION FLAT 107,675,736 0238 % 25626825 % 25,626,825
BAS!IC NON.-AUTOMATION 3 DIGIT 999.671,188 0234} % 233923058 | % 233.923,058
DASIC AUTOMATION 3 DIGIT LETTER 12,071,964 D183 % 2209169 | $ 2,209,169
BASIC AUTOMATION 3 DIGIT FLAT 575,067,526 0205 % 117888843 ] % 117,888 843
BASIC NON-AUTOMATICON 5 DIGIT 1,165,017 357 0231 3% 269119009 1 § 269,119,009
BASIC AUTOMATION 5 DIGIT LETTER 22,616,168 01791 % 4048204 { § 4,048,294
BASIC AUTOMATION 5 DIGIT FLAT 1.077,357,740 0203 % 218703621 [ § 218,703,621
CARRIER ROUTE BASIC 2.785,226,710 D.145( % 403857873 |3 403,857 873
CARRIER ROUTE HIGH DENSITY 19,901,228 0133 % 2646861 | § 2.646 863
CARRIER ROUTE SATURATION 16,478,658 0119] % 1,960,960 | 3 1,960,960
WESHARING DISCNTDELIVERY OFFICE ENTRY 39,442 92} -0.023[ § (8907, 187)( & {807,187}
WKSHARING DISCNT SCF ENTRY 2,151,456 669 0012t % (258174803 § {25,817 ,480)
PERCENTAGE EDITORIAL DISCOUNT @ 100% 7172571, 146 100.00% -0 059 $  (423,181.698)
Total $ 1,360,252554 | § 937,070,856
Tolal Revenues Pieces & Pounds 3 2057497828 [ 3 1,382,221.735
RPW Adiusiment Factor 100.0837% 100 0837%,
Revenue * RPW Adjustment Faclor 2059219175 1,383,378,132
Fees 14,651.000 14 651,000
Revenue with Fees 2.073.870,175 1,398.029,132
F'YBR Cost with Conlingency 1,586.273,G8B0 1,586,273,660
Cost Coverage 1.307384848 0 881329085

()
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RATE DEVELOPMENT: TYBR VOLUMES, I TAK HAIES, AND REVENUE

Rata Element Type TYBR Rates Revenve
Volums |
ToMED ADVATSG CELVERY UNIT PCLNEDS 9 950 014 0122(§ 15122
CHET ADVRTSG SCF POUNDS 457 2631337 Q44| % 65 650.240
225D ADVRTSS 2ONES 142 POLNDS 2€9 BYC 184 0167} % 45071 661
1 IoNED ADVRTSG IONED POLNDS T4d BE2 455 0.180] % 28075242
27 EDASVATSG ITHEA PCLNDS 215942 GB2 0215] § 47 087 548
[ onED aDVRTSG Z5NME § POLHDS 720 818 387 02691 8 59.400.146
ICNEDACVRTSG ITHE S PCULNDS 78 526726 0325] % 25,521,186
I ONET ACVRTSG ZONE T PO NDS 61280 769 D380 § 23.289.732
ITMNED ADVRTSS XTNE B POUNLS 53977 529 043815 23542158
LONADYERT SING PCUNDS 1814919 933 0134) % 242, 473,182
SIt OF aGRICLLTLRE DELVERY CFF.CE POLNDS N7 o092] § 1.961
52 OF AGICULTURE STF PCUNDS V117 B30 otval $ 120,186
St OF AGRUCULTLRE ZTNES 182 POUNDS + 795 307 0125 § 599 413
551 CF AGRICULTLRE ZONE 3 PCLNDS 239 587 0180| S 43,127
ST OF AGRICULTURE ZONE 4 POLNDS M6 690 0215] 8% 29,388
5Ci OF AGPICLLTURE ZCHE § PLUNDS 75 251 D289l s 20 538
52 DF AGRICULTLURE IONE 8 POLNDS 7429 03251 % 2415
521 OF AGRICULTURE ZCNE 7 PCUNDS T a9 03801 5 2 B4§
52t OF AGRICULTURE ZUNE 8 PGUNES 6083 0 438) s 2664
S21 OF AGRCULTURE - NONADVERTISNG PCUNDS 1142 45 Q123361 S 152 627
S OF AGH ZOMMGLD NCNSBSCRER DELIVERY UMIT PCLNQS 0 0122158 -
SC!OF AGH SOMMEGLD nCHSBSCSRER SCF PCLNDS 2075 D 144] 8 299
SC1 OF AGH COMMNGLY NENSBSCRER JONES 142 PCLUNDS +3 355 D167 S 2.230
S0 CF 3G COMMAGLS NENSBSERER NChASVERTISING PCUNDS 2988 5134 8§ 389
3ASIC NON-AUTOMATICN FIECES 358 096 511 0.280G] § 10C.547.023
EASIC ALTCMATICN LETTER PECES 32 390 258 0199] & £ 445 682
SAS.C AUTCMATION SLAT PIECES 10T 67576 0238 3 25626 825
SA5.C NCH-AUTOMATON I DIGIT PIECES 569 671 188 0234] % 233923.0%8
BASIC AUTOMATION 3 21GIT LETTER PIECES 12071 564 0183l s 2,209,169
BASIC AUTSMATICN 3 DIGIT FLAT PIECES 575 067 526 0205] § 117,888 843
EASIC NON-AUTCMATICN § SiGIT PECES 1165017 387 D23v]S 269,115,009
Ea5C AUTCMATION 5 DIGHT LETTER PECES 22515168 0178] § 4.048.254
a0 AUTCMATION 5 ZIGIT FLAT PECES 1 Q77 357 740 02031 5 2%8.703.621
CARTIER ROUTE SASIC FIECES 2785226710 0145 % 403 857 B73
CARRIER RQUTE mIGR DENSITY PIECES 15 901 228 0133} 3 2 545 BB
TARRIER ROUTE SATURATION PECES 16 478 658 01191 8 1,960,960
FERCENTAGE $DITORIAL DISCOUNT PIECES 4205041647 -0.059] § {248.097 .455)
SKSHARING DISCNTDELIVERY SFFCE EHNTRY PIECES 39 447 331 -0.0231 § (907.187)
A SmaRING ISTNT SCF ENTRY PIECES 7151 456 689 -3012 § (25.817.488)
ZA5:C NGNALUTCMATICN P'ECES b} 02801 S -
280 AUTCMATION LETTER PIECES 0 0.199] § -
BASIC ALTOMATION FLAT PIECES o G238 S -
3 06T NONAUTOMATION PIECES 0 Q024] 8 -
1 0IGIT AUTCMATICN LETTER PECES ] 01831 § -
3 CIGIT AUTOMATICN FLAT PIECES o] 0205} 8 -
£ CIGT NONAUTOMATICN FILES 0 0231]$ -
5. DIGIT AUTCMATION LETTER PELES o 0I79) 8 .
§ SIGIT AUTOMATION FLAT PIECES 9 020318 -
CARR.ER RCUTE PIECES Q D145
~:Gr DENSITY PIECES 3 0.132
SATURATION PIECES [} 0.119
82 OF AGRICULTURE - £=itoral Ciscount PIECES 28427 25 -0 0581 § [167.699)
SCi OF AGRICULTLRE - Pe Disc Telivery Lot PECES 227 597 -0.023§ S (5.235)
520 SF AGRICULTURE - Pe Disc SCF PIECES £54 538 001218 {7.13%)
o OF AGH COMMNGLD NONSESCRER - Basit NOnautomaics PIECES 32413 0.28C] § 9.076
coi oF AGH COMMNGLD NONSBSCRER - Qasic Automaben F-at PECES o D000y S -
ST OF AGH COMMNGLD NONSBSCRAR - Eqilcnal Drscourt PIECES 11635 00531 8 (EBB)
SO OF 251 TOMWNGLD NONSESCASR - Pe Dise SCF PECES [ 0012] 8 -
Tota1 Revenue % 1672635110
Total Reguiar Rate & SOA Preces 7.172.571.146
Total Pieces 7472571 146
RPW Agdjustment Facior . 100 0842
RPW Adjusimented Revenve $ 1674034472
Fee Revenue L1 14,651.000
Total Revence incluting fees s 1,588 685.472
TYBR Cast E] 1.386,273.6B0
Cost Coverage 1.0646
Desired Cost Coverage 10700
[Average Totat RPW Agiusted Revenue Per Piece Wi0 Fees 3 0233 ]
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Periodicals: Regular Rates

- e - !.‘..‘_!17_'..“_ = 'i::,‘.fjtt .'.:1."'.‘\"'-.'.;\ _’-_l__‘_;g!:-'-'_j_:\ .k’- .:-‘:_J:i:._.-._hv,_ EXE) ;-1;._‘; -_\):;;::'.q ';!-‘!ﬁ; F]
Rate Elemant Type Rates Current Percent;
Proposed Rates Change
[ZONED ADVRTSG DELIVERY UNIT POUNDS 0.122 0163 .27 8%
7ANED ADVRTSG SCF POUNDS 0.144 0.190 -24 2%
IZONED ADVRTSG ZONES 132 POUNDS 0167 0214 -22.0%
ZONED ADVRTSG ZONE 3 POUNDS 0.180 0.224 -186%
[7ONED ADVRTSG ZONE 4 POUNDS 0.215 0.251 -14 3%
ZONED ADVRTSG ZONE § POUNDS 0.269 0.262 -7 9%
2 ONED ACVRTSG ZONE 5 POUNDS 0325 0.336 -33%
[ZONED ADVRTSG ZONE 7 POUNDS 0.380 0.388 -2.1%
[7 SNED ADVRTSG ZONE 8 POUNDS 0438 0.432 1.4%
NONADVERTISING POUNDS 0134 0.161 -17 0%
SCIL OF AGRICULTURE DELWERY OFFICE POUNDS 0092 D127 -27.6%
SC! OF AGRICULTURE 5CF POUNCS 0.108 0 143 -24 5%
SC1. OF AGRICULTURE ZONES 142 POUNCS 0.125 0151 -22 4%
SCI. OF AGRICULTURE ZONE 3 POUNDS 0.180 0224 -19.6%
§C1 OF AGRICULTURE ZONE 4 PGUNDS Q215 0.25 -14.3%
SC! OF AGRICULTURE ZONE 5 POLNDS 0.269 0.292 -7.9%
SCI OF AGRICULTURE ZONE § POUNDS 0325 0336 -3.3%
SC! OF AGRICULTURE ZONE 7 POUNDS 0380 0.388 “21%
$C1 OF AGRICULTURE ZONE 8 POUNDS 0.438 0432 1.4%
SCI OF AGRICULTURE - NCNADVERTISING POUNDS 0.134 0.181 17 0%
$CIOF AGI COMMNGLD NONSBSCRBR DELIVERY UNIT POUNDS 0.122 0.189 -27 8%
5CI OF AGI COMMNGLD NONSBSCRBR SCF ] POUNDS 0.144 0.190 -24 2%
SC1OF AGI. COMMNGLD NONS8SCRBR ZONES 142 POUNDS 0.167 0214 -22.0%
SC1 OF AGI COMMNGLD NONSBSCRBR NONADWERTISING POUNDS 0.134 0161 <17 0%
{BAS!IC NON-AUTCMATION FIECES 0.280 0240 16 7%
BASIC AUTOMATION LETTER PIECES 0.199 0.194 26%
BASIC AUTOMATION FLAT PIECES 0.238 0.209 13.9%
BASIC NON-AUTOMATION 3 DIGIT P'ECES 0.234 0.202 15.8%
JBASIC AUTOMATION 3 DIGIT LETTER PIECES 0 183 0.173 58%
[BAsIC AUTOMATION 3 TIGIT FLAT PIECES 0.205 0.175 17.1%
J84SiC NON-AUTOMATION 5 DIGIT FIECES 0.231 0.202 14.4%
[BASIC AUTOMATION 5 DIGIT LETTER PIECES 0.179 0.173 3.5%
ASIC AUTOMATION 5 DIGIT FLAT PIECES 0.203 0175 16.0%
CARRIER ROUTE BASIC PIECES 0145 0.119 218%
CARRIER ROUTE HIGH DENSITY PIECES 0133 0111 19.8%
C ARRIER ROUTE SATURATION PIECES 0119 0.085 25 3%
PERCENTAGE EDITORIAL DISCOUNT PIECES -0.059 -0.057 3.5%
hWWKSHARING DISCNTDELIVERY OFFICE ENTRY PIECES -0.023 -0.021 9.5%
MK SHARING DISCNT SCF ENTRY PIECES -0012 001 g 1%
BASIC NONAUTOMATION PIECES 0.280 0.240 16 7%
BASIC AUTOMATION LETTER PIECES 0.199 0.184 26%
BASIC AUTOMATION FLAT PIECES 0238 0.209 13.9%
3 DIGIT NONAUTOMATION PIECES 0.234 0 202 15.8%
3 DIGIT AUTOMATION LETTER PIECES 0183 0.173 5.8%
3 DIGIT AUTOMATION FLAT PIECES 0 205 0.175 17.1%
S DIGIT NONAUTOMATION PIECES 023 0.202 14.4%
5-DIGIT AUTCMATION LETTER PIECES 0179 0173 35%
S DIGIT AUTCMATION FLAT PIECES 0.203 0175 16 0%
CARRIER ROUTE PEZES 0.145 0.1189 21.8%
HIGH DENSITY PIECES 0.133 [V AREI 19 8%
SATURATION PIECES 0115 0.095 253%
SCI.OF AGRICULTURE - Edtonal Disesum P:ECES -0.089 -0.057 35%
SCI OF AGRICULTURE - Pc Disc. Delivery Un PIECES -0 023 -0.021 9.5%
SCI OF AGRICULTURE - Po. Duse SCF PIECES -0.012 -0.011 91%
0.000
$C) OF AGI COMMNGLD NONSBSCRBR - Basic Nenautomaton  |PIECES 0.280 0.240 16.7%
SCI OF AGI COMMNGLD NONSBSCRER - Basic Automation Flat |PIECES 6.000 0.000
SC1 OF AG COMMNGLD NONSBSCRER - Edfonat Discount PIECES -0.059 -0.057 35%
|scicF aci comwnGLD NONSBSCRER - Pe Disc SCF PIECES -0.02 0011 9 1%
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v~ REGULAR RATE TYAR : BILLING DETERMINANT VOLUMES, RATES, AND REVENUE,
Rate £lament Typs BiHing Det Rales [Ly———
IONES EQVSTSS SELWERY W |20un2s $e2437; Q322( 8 tZ15 BEY
TTREZ ADVRTSS 5TF FOUNLE AEESIEIT 0122] 8 ECEDD 726
DNED AZVATSS IDMET A2 FouhDS csesesstz | D6 S EDECE
TCWEZ 43WATEG ISHED a4 357 15 0 iBD| 3 25 GB4 357
TORETS AOWETSS ITWEM 218 e e 021518 47 122 Te
S ADCRTSG EINE S s nls e LA Q263! S 55 183 ;315
B 55 ZONE € BT Tranez [ 0325[S 25 232 242
575510 [T NS 5 O7ETs 0385 % 23 2CB 555
STELIDNE T |G 57 7R 42 0438} § 23 555 752
NCRAZVERT ST [PTINIS VBCESG3Esey 0 134] 8 241628 148
ST: OF AGRICULTURE DENVERY DFTTE BOJNIE 2142 R 1544
ST DF i3¥C..TLRESCF 55.M0S T Top gl orce] § 15767
EC. DF ASR-CULTURE TONES 147 PIUNDS 4 7TR S5 e 8 tag 519
SII OF AaGACULTJRE ZONE D 25UNDS 118 TR 01808 S 4z 577
62 OF ASA'CUTURE JONE L PoUNDS 'IE 214 D215] § 29 256
551 OF 8502 . TURE ZONE § POUNTS 76 DES 0269] 8 20 467
Ci OF A5RCULTURE 2hE S POUNDS ] 0325] % 2406
S OF ASRCULTUREICNE T POUNIS T4Es G 380] § 2837
550 OF A58 T..TUREIDNER PIJNIE 3 0438] § 2 E5E
S OF AGRT L TWRE - NONRDVEITIS.NG 2oLk S LI A 01336§ § 152 095
SC1OF 4G COWMNGLD NONSBSIRER JELWERY UNIT [roanzs c)] 012213 -
571 OF 4G, COMMWAG,. T NONSESZRER SCF 1P DUNDS T Es o144] 298
520 OF A5 TOWMAG.T NONSESCRER IONES TAI [poonzs 13358 O167) 8 2222
52 OF &5, COWMAGLE WONSESSFER NDNADVES™SING JPOUNTE 25°¢| 01336) % 398
24512 NON-AUTEMATISN FECES 357 BS O 0 280] § 100 196 606
55,2 A OMATION LETTER DELES 1227747 0199} § 6.423 218
5.0 AUTOMAT.ON FAT PEZES DY 390 475 0238] 3 25537 513
BASIC KON-AGTOMLTION 3 DiG.T IPECTE 556 137 732 0234} § 233,107 812
BASIT AUTOMATION 3 05! LETTER PECES 12779 852 03B3} § 2201470
SASIC ALTDOMATION 3 DIGIT FLAT BELES 5710€3 357 0.205] § 117 477 588
22610 NON-AUTOMATION § DiGIT BIECEG 1160 957 152 023118 268 181,102
BAS:C AUTOMATION 8 DIGIT LETTER P ELES 22 537 MA 0179] § 4034185
SASIC ASTOMATIDN & DIG!T FLAT PECES 1073 603 038 0D.203] § 217,941 447
ZARRIER ROUTE BASIC P ECES 27T S8 0 0 145{ $ 402 450 287
CARRIER ROUTE MIG- DENS!ITY PECES 19 B31 878 0133 § 2637629
CTARRIER ROLTE S&TURATIDN PECRS ‘B 420 22% 0115f § 1954126
PERCENTAGE ENTOR:AL DISCOUNT ) EEZES 4190388 £ D091 § {247.232 810!
NMEALA WG DISCNTDELIVERY OFFICE ENTAY PIECES 35 302 462 -0023] § 1904 026}
AMSHEDING DISTNT S2F ENTRY PECES 7143 558 52 -0 012} 8 {25 727 503}
LL""C NONAJTOMATION FIECES ] 0.280] 3 B
[5a5.c auTOMETION LETTER SIETES 0 0199] § -
BASIC AUTDMATION FLAT PECES 0 02368] 8 -
5 SiGIT NONALTOMATION PEZES 3 C234] 8 -
1 16T AUTCMATION LETTER FIECES 0 Q1831 3 -
) DIGI™ ALTOMATION FLAT PECES ¢ 0.205] $ - B
£ 3i51T NONALTOMATION PECES s 023118 -
501G AUTCMATION LETTER BIECES 0 0179] § -
£ DIGT AL TIMATION £ AT PECES [ 0203} % -
CARRER ROUTE PIECES [ 0 145
G n DENSITY FECES [ 0133
SATURATIIN PIECES o 0119
SL1 OF AGRICULTURE - E0ipnal Diacoum PIECES 2817480 -0058) $ {167 315)
52! OF AGRICULTURE - Pc Dise Dewvey Ui MECES 226 804 -0023] ¢ {5.216)
SCi OF AGRICULTURE - Pc Dic SCF HECES 592 865 -0012] 3 (7.114)
SCIOF AGI COMMNGLD NONSBSCRSR - Basit Nonsutomatan PECES 2.0 0 2807 & 9044
52! OF AGI COMMNGLD NDNSBSZRER - Bane Autorastor. Flat HETES ] 0199 % -
SC1 OF AGI COMMNG.D NONSESCREP - Easonal Discount PIECES 11595 -0059] § {684}
STiDF AG! ZOMMNG, T NOANSESSIBR . P Dac SCF PEZES o D012] s -
Total Revenue $  1.666 806591
Pce Revende 3 1,108 10B 039
Totai Regular Rate & SOA Pieces 7.147 574 D00 '
|7 ece Revenue per piece 3 0 155
Tota: Pieces 7.147 574 000
RPW Atsstmenm Factor (WP RR-D Line 15) 10C DB
RPW Agjusieo Revenue $ 1668201077
Fee Revenue 3 14,598.000
Total Revenue Incluging fees $ 1682799077
TYAR Cost 3 15789595620
Cosl Coverage 3 D574
Desirez Cost Coverage 10700
[Fverage Tolal RFW Agusiec Revenue Per Piece WiD Fees IRFVY Adjusied Revenue/Total Pieces) 3 ¢233]
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TYBR BILLING DETERMINANTS - REGULAR RATE PERIODICALS
Volume | Rate; Revenue
[E] [z} 3]
oeivey uni tB60C 4 C16% 1683 249
S5LF 457 283337 J1EC 33 BEE T4
Zznes 142 26C B3 164 Cotd 577565 450
Zene 3 12E 85 ¢EE Y 0224 | FFEYERER
Zone £ 256 542 052 J 25t | &5 205 4e5
Zane 5 220 B1E 3E7 0297 €4 2TE AT
Zone 6 78225528 FEECE & 264 98T
Zone 7 £' 288 "% 0 358 I3 TRl D4l
Zone § | 55677 529 | 0432 JTAE 263
NONaaveris:ng - Incruding 504 & Tomminged i TH14 516403 ) 0161 207 201 576
3.231.478.58¢
5Ci OF hGRICULTURE DELIVERY DFFICE 2437 FEFS 2707
SCt OF AGRICULTURE SCF 111z 830 0143 155 135
ST OF AGRICULTURE ZONES 2482 4 795 307 0161 172044
SC1 OF AGRUICULTURE ZONE 2 236 557 0224 33670
521 OF AGRICULTURE 20ONCE £ 13€ 630 Q25 34 328
SCI DF AGRICULTURE ZONE 3 76 254 0292 22 295
SC1 OF AGRICULTURE ZONE & 7 4L% 0336 2435
SClU OF AGRICULTURE ZONE T 7 491 0 388 2 806
SC1 OF AGRIZULTURE ZONE & ) 0432 2.E28
6403085
SOA ZOMMNG O NONEBSCRER 2ELIVERY UNIT [=] 0165 o
SJ4 COMMNGLD NONSESCRER SCF 2078 0190 394
SOA COMMNG D NONSBSCRZER ZONEZS 182 13 355 0214 2 B58
15,420
SASIC NON-AUTOMATION 4B 822 T2B C 240 236117 BS5
BASIC AUTOMATION LETTER 32 38E 535 0 194 6 283377
BASIC AUTIMATION FLAT 368.70€ 431 0208 77.076 364
35 NON-AUTOMATION 1537315783 0202 31C 537.790
35 AUTOMATION LETTER 34 6B7 635 D173 6.000 556
35 AUTOMATION FLAT 1.391.136 CO7 0175 243 448 BDY
CARRIER RQUTE BASIC 2781916435 0115 331 D48 420
CARRIER ROUTE HIGH DENSITY 19 896 415 0111 2208724
CARRIER ROUTE SATURATION 16 478 658 0095 1.565 473
SERCENTAGE ECITORIAL TnSTOUNT 4 2050418157 Q057 1235 667 272
K SHARING DISCNTDELIVER™ GFFICE ENTRY 35 442 53" 10021 (828 302\
T SHARING DISCNT SCF ENTRY 2 51 45¢ £6% 10.011) (23 666 0213
7,166 434 671
T
SC' OF AGRICULTURE - Basic honautomatan 735542 0240 176626
SC1 OF AGRICULTURE - Basic Autornation Leter 1.820 0 164 EEX]
5C1 OF AGRICULTURE - Basic Automaton Fiat 33702 0.20% 7 04a
SC) OF AGRICULTURE - 35 Nonautamanhon 1,677 1BO 0.202 379190
S OF AGRICULTURE - /5 Agtomanon Lener 526 0173 1
SC1 OF AGRICULTURE - 15 Autormaton Fial 144 BEY 0175 25 351
SCi OF AGRICULTURE - Carner Route 3307.215 0118 393 559
SCi QF AGRICULTURE - High Censity 2812 011 312
SCi OF AGRICULTURE - Satwration 7] 0 095 [
5S¢ OF AGRICULTURE . Eadonai Driscount 2.B4Z 356 0057 1162.0%4)
SCi OF AGRICULTURE « Pt Disc Denvery Unil 227 5%7 0021 {4 TBO)
SCi OF AGRWCULTURE - Pc Disc SCF £54.539 10011) 16 544}
5,104,060
SCIOF AGI COMMNGLD NONSBSCR3R - Basic Nonauibmauen 32413 0 240 1779
SCIOF AGI COMMNGLD NONSB5CRER - Basic Autormahon Flal 0 0208 [1]
SO COMMNGLL NONSBSCRER EoiT ORIAL DISCOUNT 11 €38 .0 057 1663)
Founos 3337 R97 111 665 199 E3C
Pieces 772571546 [ § 0133 850 522.206
Total Revenue - 1616.122 036
HE W Adusiment F actor 1.60
PV, AjusieC Revenue 1617474 118
Fees 14 651 00C
Revenue including Fees 1637125118
TYBR Costinciuging tont.rgency 1586 273 680
Cost Coverage Y 0285
Average Revenye pe! piece wiT lees 0228
i, Ea5e YEar woiwMe Mullipned by 1y B A SCavng Facior tom Rate Lesgn input fvsorDane’ RR.C
iT1 Curien; Pnase 5 Rales ] 1
"3t Hates malioies Oy VDIUME | |
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3‘.. " . - proposed| :it : Change
™ [5GNED ADVRTSG DELIVERY UNIT POUNDS 0.122 0.169] -278%
. JZONED ADVRTSG SCF POUNDS 0.144 0.190 -24.2%
i S ZGNED ADVRTSG ZONES 142 POUNDS 0.167 0214 -22.0%
~s v % [7oNED ADVRTSG ZONE 3 POUNDS 0.180 0224 -19.6%
3% % « [ZONED ADVRTSG 2ONE 4 POUNDS 0215 0.251] -143%
z { ~ SONED ADVRTSG ZONE § POUNDS 0.269 0.282 7 5%
- b I ﬁcwso > ONED ADVRTSG 2ONE 6 POUNDS 0.325 0.336 -3.3%
Lo < C.i"_ 7 ONED ADVRTSG ZONE 7 POUNDS 0.380 0.388 -2.1%
- [ZONED ADVRTSG ZONE 3 POUNDS 0.438 0.432 1.4%
[NORADVERTISING POUNDS 0.134 0.181 17 0%
s OF AGRICULTURE DELIVERY OFFICE PCUNDS 0.092 0127 -27.6%
5Cl. OF AGRICULTURE SCF POUNDS 0.108 0.143 -24 5%
SCI OF AGRICULTURE ZONES 182 POUNDS 0.125 0.181 -22.4%
SCI1. OF AGRICULTURE ZONE 3 POUNDS 0.180 0.224 -19.6%
SCt. OF AGRICULTURE ZONE 4 POUNDS 0.215 0.251 -14.3%
5CI OF AGRICULTURE ZONE § POUNDS 0.269 0.2492 -7.9%
SCI. OF AGRICULTURE ZONE & POUNDS 0325 0.336 -3.3%
sCI OF AGRICULTURE ZONE T POUNDS 0.380 0.388 2.1%
S€1. OF AGRICULTURE ZONE 8 PDUNDS 0.438 0.432 1.4%
SCl. OF AGRIGULTURE - NONADVERTISING POUNDS 0134 0.161 -17.0%
SCIOF AGl. COMMNGLD NONSBSCRBR DELIVERY UNIT POUNDS 0.122 0.169 -27.8%
SC1 OF AG!. COMMNGLD NONSBSCRBR SCF POUNDS 0.144 0.190 -24.2% r
SCLOF AGL COMMNGLD NONSBSCRBR ZONES 142 POUNDS 0.167 0.214 .22.0% [/ P r o7
SCI OF AGI. COMMNGLD NCNSBSCRBR NONADVERTISING POUNDS 0134 0.161 -17.0% & 12«
BASIC NON-AUTOMATION PIECES 0.280 0 240 16.7% | v
{BASIC AUTOMATION LETTER PIECES 0.199 0.194 2.6%]2
JaAsiC AUTOMATION FLAT PECES 0.238 0.209 13.9%] 7 v
JeASIC NON-AUTCMATION 3 DIGIT PIECES 0.234 0.202 15.8%) &
BASIC AUTOMATION 3 DIGIT LETTER PIECES 0.183 0.173 58%f 5
BASIC AUTOMATION 3 DIGIT FLAT PIECES 0.205 0.175 17.1%} ¢
BASIC NON-AUTOMATION 5 DIGIT PIECES 0.2 0.202 14 4%] 7
BASIC AUTOMATION 5 DIGIT LETTER PIECES 0.179 0173 as%| §
7YBASIC AUTOMATION 5 DIGIT FLAT PIECES 0.203 0.175 16 0% o
c ARRIER ROUTE BASIC PIECES 0.145 0.119 21.8%) 0
CARRIER RQOUTE HIGH DENSITY PIECES 0.133 0.111 13.8%frr 1.
CARRIER ROUTE SATURATION PIECES 0.118 0.095 25.3%¢/ . —
PERCENTAGE EDITORIAL DISCOUNT PIECES -0.059 -0.057 35%
haACSHARING DISCNTOELIVERY OFFICE ENTRY PECES -0.023 -0.021 Q5%
DMKSHARING DISCNT SCF ENTRY PIECES -0.012 -0.0%1 9.1%
BASIC NONAUTOMATION PIECES 0.280 0.240 16.7%
BASIC AUTOMATION LETTER PIECES 0.199 0.194 26%
BASIC AUTOMATION FLAT PIECES 0.238 0.203 13.9%
3 DIGIT NONAUTOMATION PIECES 0.234 0.202 15.8%
3 DIGIT AUTCMATION LETTER PIECES 0.183 0.173 5.8%
3 DIGIT AUTOMATION FLAT PIECES 0.205 0.175 17.1%
5 DIGIT NONAUTOMATION PIECES 0.2 0.202 14.4%
5-DIGIT AUTOMATION LETTER PIECES 0.179 0.173 5%
5 DIGIT AUTOMATION FLAT PIECES 0.203 0175 16.0%
JcARRIER ROUTE . PIECES 0.145 0.118 21.8%
JricH DENSITY PIECES 0.133 0.111 19.8%
SATURATION PECES 0119 0.095 25 3%
SCI.CF AGRICULTURE - Edronal Discount PIECES -0.058 -0.057 3.5%
SCl. OF AGRICULTURE - Pc. Disc Delivery Unil PIECES -0.023 -0.021 9.5%
LN SCi. OF AGRICULTURE - Pe. Disc. SCF PIECES -0.012 -0.011 91%
0.000
SCLOF AG| CCMMNGLD NONSESCRER - Basic Nonautomation  |PIECES 0.280 0.240 16.7%
eI OF AGI COMMHNGLD NONSBSCRBR - Basic Automatien Flat [PAECES 0.600 0.000
5CI OF AG! COMMNGLD NONSBSCRBR - Egfonal Siscourt PIECES -0.059 -0.057 35%
SCIGF AG! COMMNGLD NONSBSCRER - Pe Disc SCF PIECES -0.012 -0.011 9.1%
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 4898
TO INTERROGATORIES OF THE McGRAW HILL COMPANIES

MH/USPS-T34-3. With reference to your proposal {p. 13, lines 18-19) that contrary to
past practice (see RB0-1 Op. & Rec. Dec. 888, 894-95), the editorial pound rate
should be calculated independently of any of the zone rates:

{a) What if any specific constraints do you envision on future increases in the
editorial pound charge? Please explain your answer fully.

(b) Do you envision that the Postal Service may in the future propose an increase in
the editorial pound charge that would result in an editorial cost coverage
exceeding 100 percent? Do you envision that the maximum leve! of the editorial
pound charge would be subject to open-ended litigation in each future rate case?

RESPONSE
a) | have no way of forecasting future increases in editorial pound charges.
b) Once again, | cannot forecast the future increase in editorial pound charge.

The maximum level of the editorial pound charge, like any other rate would be

subject to ‘'open-ended’ litigation in future rate cases.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 4839
TO INTERROGATORIES OF THE McGRAW HILL COMPANIES

MH/USPS-T34-4. With reference to your testimony (p. 6, lines 14-15) that under your
proposal, “all Periodicals subclasses will have 3-digit and 5-digit piece rates for both
letters and flats for automation compatible mail,” please explain the effect of your
proposal on non-automation-compatible Periodicals mail.

RESPONSE

Non-automation compatible mail will also have 3-digit and 5-digit rates, just like the

automation compatible mail. The only difference is that non-automation compatible

rates do not distinguishes between letters and flats.



Sy

4900
RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF THE McGRAW HILL COMPANIES

MU/USPS-T34-5. With reference to your testimony (p. 10, lines 13-15) that the “letter
categories were not affected by this shift [to the proposed new 3-digit and 5-digit
categories], and retained the same level of volume as the base year,” please explain
the effect of your proposal on letter-sized Periodicals mail.

RESPONSE

The mail characteristic study that was used to determine the estimated volume for the
proposed new 3-dig.. and 5-digit categories was exclusively done for flat-shaped
pieces. The letter volumes for the 3-digit and 5-digit categories were derived based on
the distribution of flats for these sortation levels. The letter-sized Periodicals mail in

the current proposal will also receive sortation discounts for both 3-digit and 5-digit

presort feveis.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF THE McGRAW HILL COMPANIES

MH/USP-T34-6. In view of the ongoing deployment of the FSM 1000, when will the
Postal Service extend the automation discounts to tabloid-sized periodicals, and/or
periodicals weighing more than one pound?

RESPONSE

Because barcode readers have not yet been approved for deployment on the FSM
1000, it is premature to speculate on when the Postal Service might extend
automation discounts to tabloid-sized periodicals and/or periodicals weighing more

than one pound. Please see witness Moden's response to MPA/USPS-T4-10( b ) and

( ¢) for the deployment status of barcode readers on FSM 1000s.



4902

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATICN (NNA)

NNA/USPS T34-1

Piease refer to your testimony on Table ill. Please confirm that the pound rate in
within-county “zoned advertising delivery unit” proposed rates is intended to
apply only to advertising weight. If you do not confimm, piease explain.
RESPONSE

Not Confirmed. The within-county pound rate label “zoned advertising delivery
unit” is incorrect. The correct label should be “DELIVERY UNIT". A distinction

between advertising and editorial content is not made in the Within County

subclass. An erratum will be filed.



4903

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNA/USPS T34-2

Please consult the Domestic Mail Manual § 3.0 with reference to Exceptional
Dispatch.

a. Please explain in detail all differences between periodicals mail prepared
to qualify for delivery unit discounts on the within-county and regular
periodicals rate schedule and mail prepared and sorted for exceptional
dispatch.

b. Does your answer depend upon the degree of sortation provided by the
mailer in each instance? If so, please explain.

c. Please explain in particular any circumstances of which you are aware in
which a mailer authorized to drop ship for exceptional dispatch would not
receive delivery unit discounts.

RESPONSE
a. With reference to Exceptional dispatch. | assume that you are referring to
DMM D210.2 and D210.3.
Mail prepared for destination delivery unit rates must be sorted to a t;arrier

route package that is placed in a carrier route or 5-digit carrier routes sack or

kA

tray under DMM M200, or palletized under DMM MO45. Such carrier route
sorted pieces must be entered at the facility where the carrier cases mail for
the carrier route serving the delivery address on the mailpiece. Plant -
Verified drop shipment (PVDS) mailings must be verified at an original or
additional entry office for subsequent mailer entry at one or more destination
delivery units. Non-PVDS mail must be entered at a DDU at which the

publisher has been authorized original or additional entry.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNA/USPS8-T34-2(a) Continued, Page 2 of 3

It is my understanding that, other than the basic presort requirements in
DMM 200, there are no specific presort requirements in the DMM for
exceptional dispatch. As described in Domestic Mail Manual (DMM)
D210.3.1 and D210.3.2, exceptiona! dispatch authorization allows a
publisher, for service reasons, to deliver copies of a time-sensitive Periodicals
publication, at the publisher's own expense and risk from the post office of
original or additional entry to other post offices. It is intended for use with
short-haul local distributions. An exceptional dispatch may be authorized for
various types of postal facilities and is not limited to destination delivery units.
Postage for exceptional dispatch mail is calculated from and paid at the
original or additiona! entry office from which the exceptional dispatch was
authorized. Exceptional dispatch mail is considered to be entered at the
original or additional entry office from which the exceptional dispatch was
authorized. Exceptional diépatﬁh may not be used for publications authorized
to be mailed under the Centralized Postal Payment (CPP) System or under
the PVDS postage payment system. For all these reasons, Business Mail
Acceptance has determined that matter deposited at a destination delivery

unit under exceptional dispatch is not eligible for the destination entry rates.

b. Seeresponse to part a.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 2203

TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNA/USPS-T34-2, Page 3 of 3

c. As indicated in part a, mailings deposited under exceptional dispatch are
never eligible for the DDU discount. However, mailers who are using
exceptional dispatch could change their operations to receive DDU rates by
establishing additional entry at the destination office, or using PVDS, and

meeting the other requirements presented in part a.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE

TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)
NNAJ/USPS T34-3
3. Please list any and all reasons why a periodical granted exceptional dispatch
privileges under DMM § 3.0 would not qualify for delivery office discounts.

RESPONSE

See my response to 2a.

S
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION {NNA)

NNA/USPS T34-4

Please describe any changes that the Postal Service has publicly discussed
since June 1, 1997, regarding sortation, packaging or sacking of Periodicals mail
to Sectional Center Facilities and provide copies of any memoranda, reports or
press announcements regarding this intended change. If you do not confirm,
please explain. Please describe any effects such a change, if any, would have
upon the test year costs or rates proposed in this case.

RESPONSE

The Postal Service has published notice of a proposed rule in the Federal
Register (Vol. 62, No. 178/ Monday September 15, 1987, pages 48192-3) which
would add the SCF sack level to the presort requirements for Periodicals
mailings of nonletter size pieces. A copy of this proposed rule is attached. This
change would not affect the proposed rates and costs in the test year, as

explained in Witness Seckar's response to ABP/USPS-T34-7(b], filed September

73, 1897.
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meetings should be directed to Elizabeth
Allen, Federal Aviation Administration,
Office of Rulemakicg {ARM-100). 800
{ndependence Avenue,  SW,
Washington, DC 20591, telephone (202}
267-8199; fax (202) 267-5075.

Questions concerning the NPRM on
Airport Security (Parts 107 and 139}
should be directed 10 Penny Anderson.
Office of Civil Aviation Security Policy
and Planning, Civil Aviation Security
Division [ACP~100}. Federal Aviauon
Administration. 800 Independence
Ave.. SW, Washington, DC 20531;
telephone (202) 267-3413.

Questions concerning the NPRM on
Aircmaft Operator Security (Part 108)
should be directed 10 Rhonda Hatmaker,
QOffice of Civil Aviation Security Policy
and Planning Civil Aviation Security
Division [ACP-100). Federal Aviation
Administration, 800 Independence
Ave., SW, Washingron, DC 20591;
telephone (202} 267-3413.

SUPPLEMENTARY INFORMATION:

Participation at the Public Meetings on
the NPRMas

Requests from persons who wish to
present oral statements at the public
meetings on the Airport Security and/or
tse aircraft Operator Security proposals
skould be received by the FAA po later
than Cctober 9, 1997, for the
Washington. DC meeting and no later
than October 16, 1997, for the Font
Waorth, TX meeting. Such requests
should be submitied to Elizabeth Allen
as listed in the section titled FOR
FURTHER INFORMATION CONTACT and
should include a written summary of
orgl remarks to be presented, the date of
the meeting the requester wishes to
zddress, and an estircate of time oeeded
ior the presentation. Requests received
after the dates specified above will be
scheduled if there is time available
duriog the meeting; bowever, the names
of those individuals may not appear on
the written agenda. The FAA will
prepare an agenda of speakers that will
be 2vailable at the meelings. To
accemmodate as many speakers as
possible, the amount of time allocated to
each speaker may be less than the
amourt of time requested. Those
persons desiring ta have available
audiovisual equipment should notify
the FAA when requesting to be placed
on the agenda. :

Background

The FAA will conduc: two putlic
Meetings on the recenty puhlished
Alrport Security (Parts 107 and 139) and
Aircraft Operator Security (Part 108)
Prevosed rules.

€ notices of proposed rulemaking
were published in the Federal Register

on August 1, 1997 (62 FR 41760 (Parts
107 and 139}, and 62 FR 41730 (Pan
108]). The NPRMs proposed to update
the overall regulatory structure for
atrport and air cartier security.

The closing date for comments on
these proposals is December 1, 1897,
The FAA is planning these mceetings to
give the public an additional
opporiunity to comment oo these
proposed rules.

Persons inlerested in obtaining a copy
of the Ajrport Security {Parts 107 and
139} and/or the Aircraft Operator
Security (Part 108) proposed rules
should contact Elizabeth Allen at the
address or telephone number provided
in FOR FURTHER INFORMATION CONTACLT,

An electronic copy of these
documents may be downloaded using a
modem and suitable communications
sofiware from the FAA regulations
section of the Fedworld ziectronic
bulletin board service {telepbone: (703)
321-3339) or the Federal Register's
electzoric bulletin board service
(telephone: {202) 512-1661).

Internet users may reach the FAA's
webpage at bttp://www.faa.gov or the
Federal Regisier's webpage at http://
www.access gpo.govisu__docs 1o wcecess
recently published rulemaking
documents.

Public Meeting Procedures

The following procedures are
established to facilitate the public
meetings on the NPRMs:

1. There will be no admission fee or
other charge to attend or to participate
in the public meetings. The meetings
will be open to all persons who have
requested in advance to present
statements. or who register on the day
of the meeting (between B:30 a.m. and
9:00 a.m.) subject to availability of space
in the meeting room.

2. The public meetings will adjourn
after scheduled speakers have
completed their staternents,

3. The FAA will try to accommodate
all speakers: therefore, it may be
necessary to limit the Lime available for
an individual or group.

4. Participants should address thair
comments {o the panel. No individual
will be subject to cross-examination by
any other participant,

5. Sign and oral interpretation can be
made available at the meetings, as well
as ap assistve listening device, if
requested 10 calendar days before the ®
meetings.

6. Representatives of the FAA will
conduct the public meetings. A panel of
FAA persoope! involved in this issue
will be present. -

7. The meetings will be recorded by
a court reporter. A transcript of the

meetings and any material accepted by
the panel during the rmeetings will be’
included in the public dackets [Docket
No. 28979 (Parts 107 agd 119), and
Docket No. 28978 (Part 108}). Any
perscn who is interested ia purchasing
a copy of the transcript shouid contact
the court reporter directly. This
information will be available at the
meetings.

8. The FAA will review and consider
all material presented by paricipants at
the public meelings. Position papers or
material presenling views or
information related to the proposed
NPRMSs may be accepted at the
discretion of the presidizg officer and
subsequently placed in the public
docket. The FAA requests that persons
participaling in the meetings provide 10
copies of all materials 1o be presented
for disibution to the panel members:
others copies may be provided 1o the
audience at the discretion of the
participan!.

9. Statements made by merbers of the
public meetifigs panel ar= intended to
facilitate discussion of the issues or to
clarify issues. Because the meetings
concerning the Airponr Security {Paris
107 and 139) and Aircra® Operator
Security {Part 108) are being held during
the comment period, final decisions
concerning issues that the public may
raise canoot be made at the meetings.
Federal Aviation Administration
officials may, however, ask questons to
clarify statements made by the public
and to ensure a complete and accurate
record. Comments made at these public
meetings will be considered by the FAA
when deliberations begin concerning
whether o adopt any or all of the
proposed rules.

10. The meetings are designed to
solicit public views and more complete
information on the proposed rule.
Therefore, the meetings will be
conducted in an informal and
ponadversarial manner.

(48 U.5:C. 106(g). 5103, 40113, 40119,
44701—=H702, 44706, 449014905, 44507,
4491334914, 44932, 3493534036, 45103).

Issued in Washington, DC on September

10, 1997.

Ida Klepper,

Acting Director, Office of Bulemaking.

[FR Doc. 97-24421 Filed 9-12-97; B:45 ax|
BILUNG CODE 4810-13-M

POSTAL SERVICE
359 CFR Fart 111

Preson Requirements for Peripdicals
Mail

AGENCY: Pos:tal Service.
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ACTION: Proposed Rule.

SUMMARY: The Postal Service plans to
4d an SCF sack leve! to the presont
~+irements for Periodicals automation

snautomation mailings of
Aer-size picces. An SCF package

Jeve: will not be added. Only 5-digit and

3-digit packages will be permitted ir the

SCF sack. SCF sacks will be prepared

after 5-digit and 3-digit sacks. and prior

to preparing ADC sacks.

pATES: Comments must be received on
or before October 15, 1997,

ADDRESSES: Mail or deliver written
commsents to the Manager, Mail
Preparation and Standards, USPS
Headquarters, 475 L'Enfam Plaza 5w,
Room B500, Washinglon. DC 20260~
2405, Copies of all wrilten comments
will be available at the above address for
inspection and photocopying between @
a.m. and 4 p.m.. Monday through
¥Friday.

FOR FURTHER INFORMATION CONTACT:
Lvnn M. Martin. {202} 268—6351.

SUPPLEMENTARY INFORMATION: On July 1.
1896, the Postal Service eliminated the
pptional preparation of SCF packages
and sacks as part of the streamlining of
presort requirements under
Classificaticn Reform. Some Periodicals
mailers have indicated that they believe
~t the inability to sack mail to the SCF
:] has affected the service ol their
‘tibns. Many mailers of
) :als publications have been
pr., .1ng 3-digit sacks that contain
fewer than the required 24 pieces. to
ensure good levels of service. This
results in ingreased sack usage by
mailers and increased sack handlings bv
the Postal Service. Reinstating SCF
sacks would allow Periodicals mailers
1o direct sacks to the applicable
processing plant for sefvice reasons
without baving 1o prepare “skin" 3-digit
sacks. and also provide the opportunity
for the Postal Service to receive mail
sorted to a finer leve] than an area
distribution center {ADC) sack.
Accordingly. the Postal Service is
proposing reinstate, for only non-letter-
size Pericdicals publications, an SCF
sack that would be prepared after all
required 5-digit and 3-digit sacks, and
prior to preparing required ADC sacks.
It is proposed that preparation of the
SCF sack would be optional for the
period beginning on the date the final
rule regarding this notice is published
and ending on the effective date of the
preparation rules that are placed in
effect as a result of the Docket No. R97-
1 rate case proceedings. Upon
im~plementation of the preparation rules
v from the rate case proceedings,

it is proposed that preparation of the
SCF sack would become mandatory.

Preparation of an SCF package will
not be permitted under this planned
rule change. An SCF package would
increase piece distribution for the Postal
Service. Accordingly. SCF sacks would
be permitted to contain only 5-digit and
3.-digit packages.

For honautomation rate mailings, mail
in SCF sacks would be eligible for the
basic per-piece rates. For SCF sacks in
automation rate mailings, 5-digit and
unique 3-digit packages of 6 or more
pieces would qualify far the 3/5
sutomation rale. and nonunique 3-digit
packages as well as 5-digit and 3-digit
packages of fewer than 6 pieces would
qualify for the basic z:tomation per
picce rates.

For the interim period when'
preparation of SCF sacks will be
optional. mailers who choose to prepare
SCF sacks must prepare them for each
SCF in the mailing for which there are
24 or more pieces of mail prepared in
5-digit and/or 3-digit packages. At the
mailer's option SCF sacks may also be
prepared that contain fewer pieces (a
minimum of one package).

The standard to prepare required
origin/optional entry 3-digit sacks will
not apply to Pericdicals publications for
which SCF sacks are prepared. Instead,
mailers opting to preparc SCF sacks
mus! prepare required origin/optional
entry SCF sacks. At the time SCF sacks
become a required level of sortation, the
standard to prepare required origin/
optional entry 3-digit sacks will be
deleted and preparation of required
eriginfoptional entry SCT sacks will
become the new standard.

Although exempt from the notice and
comment requirements of the
Administrative Procedure Act (5 U.S.C.
553(b), (c}) regarding proposed
tulemaking by 39 U.5.C. 410(a), the
Postal Service invites comrents on the
following proposed revisions of the
Domestic Mail Manual (DMM]},
incorporated by reference in the Code of
Federal Regulations. See 39 CFR part
111, .-

List of Subjects in 39 CFR Part 111
Postal Service.

PART 111—[AMENDED)

1. The autherity citation for 38 CFR
part 111 continues to read as [ollows:

Authority; 5§ US.C. 552(a); 39 U.5.C. 101,
401, 403, 404, 3001-3011, 3201-3219, 3403-
3406, 3621, 3626, 5001.

2. Revise the following sections of the
Domestic Mail Manual as set forth
below:

M Mail Preparsiion and Sortatjon

M000 Genera) Preparation Standards
MO10 Mailpieces

Mg11 Basic Standards

1.0 TERMS AND CONDITIONS

1.2 " Presort Levels

[Redesignate current 1.2 through
1.2m as 1.2k through 1.2n respectively:
insert new 1.2j to read as follows:)

j- Origin/optional entry SCF: The

* separation includes packages for one or

more 3-digit areas served by the same
scctional center facility (SCF) (see L00OS)
in whose service area the mail s
verified/entered. Subject o siandard,
this separation is required regardless of
the volume of mail.

. L] - L] [ ]

1.3 Preparation Instructions

[Redesignate current 1.3 through 1.3p
as 1.3k through 1.3q respectively: insent
new 1.3 to read as follows:}

j. An originfoptional entry SCF sack
contains atl 5-digit and 3-digit packages
(regardless of quantity) for the SCF in
whose service area the mail is verified.
At the mailer's option such a sack may
be prepared for the 5CF area of each
entry post office. This presort level
applies onlv to non-letter-size
Periodicals prepared in sacks.

M630 Conlainers
M032 Barcoded Labels

1.0 BASIC STANDARDS—TRAY AND
SACK LABELS

1.3 Content Line (Line 2)

[Amend Exhibit 1.3a by inserting the
following between 3-digit sacks and
ADC sacks for PER Flats—Automation
to read as follows:]

Human reagable

CiN content ine

Class and mailing

PER Flats-Autc-
mation

- - -

SCF $2CKS .......... 377 PERFLTS SCF
BC

. - + - L

[Amend Exhibit 1.3a by inserting the
following between 3-digit sacks and
ADC sacks for PER Flats—3/5 and Basic
1o read as follows:]

F

Al b e

T ST e - MEST

T TE——

T e e ey e

T e vpm—— -

NG T I e —

e s 4 v bad Ll

L S

-
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PER Flats—3/5 and Basic

Human readable

CIN content ling

Class and mailing

SCF 5acks .......... 384 PER FLTS SCF

NON BC

{Amend Exhibit 1.3a by inserting the
{ollowing between 3-digil sacks and
ADC sacks for NEWS Flats—
Automation to read 23 follows:)

Human reacable

CiN content hne

Class and mailing

NEWS Flats-Aulo-
rhaticn

477 NEWS FLTS SCF
gc

- . . . -

{Amend Exhibit 1.3a by inserting the
following between 3-digit sacks and
ADC sacks for NEWS Flats—3/5 and
Basic 1o read as follows:}

NEWS Flats—3/5 and Basic

Human reacable

CiN content line

Class and mailing

484 NEWS FLTS SCF
NON BC

M200 Periedicals (Nonautomation}
1.0 BASIC STANDARDS

- - - - -

1.5 Low-Volume Packages and Sacks

As a general exception to 2.4b through
2.4d and 3.1a through 3.1e. non-letter-
size Periodicals may be prepared in
packages containing fewer than six
pieces. and in sacks containing as few
as one such package. when the
publisher determines that such
preparation improves service. These
low-volumne packages may be placed on
s-digit, 3-digit. and SCF pallets under
Mo4s,

1.6 Optional 5CF Sack

Mailers of non-letter-size Periodicals
bave the option to prepare an SC¥F sack
level. If mailers choose 1o prepare SCF
sacks, they must prepare them for all
SCF desunations in the mailing for
which there are 24 or more pieces
prepared in 5-digit or 3-digit packages.
under 3.1. When SCF sacks are

prepared. required origin/optional entry
J-digit sacks must not be prepared and
required origin/optional entry SCF sacks
must be prepared.

30 SACKPREPARATION {(FLAT-SIZE
PIECES AND IRRECULAR PARCELS)

3.1 Sack Preparation

|Redesignate current 3.1e and 3.1f as
3.1fand 3.1g respectively: insert new
3.1e to read as follows:} :

Sack size. preparation sequence, and
Line 1 labeling:

e. Optional SCF: required at 24 pieces
(nc minimum for required origin/
oplional entry SCF), optional with one
six-piece package minimum except
under 1.5 for Line 1, use L002, Column
C

- - - - -

M820 Flat-Size Mail
1.0 BASIC STANDARDS

1.7 Exceplion-Pericdicals

As a general exception to 3.1a, 3.1b.
and 3.2a through 3.2c, Periodicals may
be prepared in packages containing
fewer than six pieces, and in sacks
containing as few as one such package,
when the publisher determines that
such preparation improves service.
These low-volume packages may be
placed on 5-digi, 3-digit, and SCF
pallets under M045.

1.8 Optional SCF Sack-—~Periodicals

Mailers of Periodicals have the option
to prepare an SCF sack level. 1f mailers
choose 10 prepare SCF sacks, they must
prepare them for all SCF destinations in
the mailing for which there are 24 or
more pieces prepared in $-digit or 3-
digit packages, under 3.2. When S5CF
sacks are prepared, required origin/
optional entry 3-digit sacks must not be
prepared and required origin/optional
entry SCF sacks must be prepared.

3.0 PERIODICALS

- - Ld - -

3.2 Sack Preparation

[Renumber 3.2c and 3.2d as 3.2d and
3.2e respectively; add new 3.1c to read
as follows:]

Sack size. preparation sequence, and
Line 1 labeling:

c. Optional SCF: required at 24 pieces
(no minimum for required origin/
optional entry SCF), optional with one
six-piece package minimum except

C.

under 1.7; [or Line 1, use Lo02. Column

An dppropriate amendment to 39 CFR
111.3 ta reflect these changes will be
published il the proposal is adopted.
Staniey I. Mircs,

Chief Counsel. Legisiative.
(FR Doc. 97-24306 Filed 9-12~37; 8:45 am)|
BILUNG COBE 1710-12-p

FEDERAL EMERGENCY
MANAGEMENT AGENCY

44 CFR Pant 67 -
[Docket No. FEMA-7227]

Proposed Flood Elevation
Determinations

AGENCY: Federal Emergency
Management Agency. FEMA.
ACTION: Proposed rule.

SUMMARY: Technical informatien or
comments are requested an the
proposed base {1% annual chance) flood
elevations and proposed base flood
elevation modifications for the .
commumities listed below. The base
flood elevations are the basis for the
floodplain management measures that
the community is required either to
adopt or to show evidence of being
already in effect in order to qualify or
remain qualified for participation in the
National Flood Insurance Program
[NFIP).
OATES: The comment period is ninety
(90) davs following the second
publication of this proposed rule in a
newspaper of local circulation in each
commuhity.
ADCRESSES: The proposed base flood
elevations for each community are
available for inspection at the office of
the Chief Executive Officer of each
community. The respective addresses
are listed in the following table.
FOR FURTHER INFORMATION CONTACT:
Frederick H. Sharrocks, Jr., Chief,
Hazard 1dentification Branch, Mitigation
“Directorate, 500 C Street SW_,
Washington, DC 20472, (202) 646~2796.
SUPPLEMENTARY INFORMATION: The
Federal Emergency Management Agency
(FEMA or Agency) proposes 1o make
determinations of base floed elevations
and modified base flovd elevations fos
each community listed below, in
accordance with section 110 of the
Flood Disaster Protection Act of 1973,
42 U.5.C 4104, and 44 CFR67.4(a).
These proposed base flood and
modified base flood elevations, togetber
with the floodplain management critena



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNA/USPS T34-5

Please provide estimates of the percentages of periodicals the Postal Service
estimates will use the newly proposed basic, 3-digit, 5-digit and carrier route

rates.

RESPONSE

The Postal Service’s estimate of the volumes in various presort categories
for Regular Rate Periodicals and Within County Periodicals are provided in
USPS-T-34, Workpaper RR-J and USPS-T-34, Workpaper WC-J. For percent
estimates for Regular Rate Periodicals see my response to TW/USPS-T26-2 [d],
page 3 of 3, redirected from witness Seckar, and filed September 8, 1997.

The Within County estimated percent breakdown for the test year for the

proposed basic, 3-digit, 5-digit, and carrier route rates is as follows:

7 Basic
3-Digit
5-Digit
Carrier Route

16%

4%
12%
68%

4911



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNAJ/USPS T34-6
Please refer to your description of periodicals mail on page 4 of your testimony.
a. Please provide any studies or surveys indicating what percentage of
within-county periodical mail represents the following categories
described by you: magazines, newspapers, newsletters and bulletins.
RESPONSE
It is my understanding that the Postal Service has not conducted any
studies or surveys to estimate the percent of Within County periodicals that are
magazines, newspapers, newsletters, or bulletins.
The Postal Rate Commission published a study, dated June 18, 1986,
and titled “REPORT TO THE CONGRESS: PREFERRED RATE STUDY”, that

contains a breakdown of Within County mail for newspapers, newsletters, and

magazines.

4912
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNA/USPS T34-7

Please explain your statement on page 20 of your testimony: “passthroughs
used for Within-County rates are by necessity much smailer than other classes
because the cost study used is for Nonprofit mail.”

a. Please confirm that the study referenced in this statement was filed by the
Postal Service as LR-H-111. If you so not confirm, please provide this
study.

b. Please explain in detail why it calls for mitigation of passthroughs for
within-county.

c. Are you sponsoring LR-H-111 in this case? If not, to your knowledge, is
any other witness sponsoring that study for use in this case?

d. If the Postal Service had not decided to assign all non-transportation
costs savings to the piece rate for within-county periodicals, what would
the discounts for the piece and pound rates have been?

RESPONSE
a. Confirmed.
b. The choice of passthroughs in the proposed rate design for Within County
was based on the premise of mitigating rate shock, by keeping the increase in
each rate cell in a relatively tight band around the proposed average increase of
2.2 percent. The word ‘passthroughs’ for Within County in the quoted statement
on page 20 of my testimony generally refers to all passthroughs used in the
Within County rate design, because separate cost studies were not conducted
for the Within County subclass. All cost avoidance estimates were based on cost
studies for Nonprofit Periodicals. (See LR-H-111 and USPS-T-26).

The passthroughs are mitigated, primarily, for two reasons. First, as indicated

above, a goal in rate design was to mitigate rate shock. If larger passthroughs
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNA/USPS T34-7[b} continued, page 2 of 3
had been used, the pound rate for "general delivery” and the piece rates for less
finely prepared mail, particularly Basic, would have increased dramatically.
Second, | wanted to be conservative in my choice of passthroughs due to the
nature of the cost information itself. The Within County rate design employs
Nonprofit cost avoidances. By its very definition, Within County mail is distributed
in a relatively small geogra;ihic area. Consequently, the ‘General Delivery’ mail
on the pound side and 'Basic Non-Automation’ mail on the piece side, in most
instances, will receive fewer handlings than non-DDU and basic presort mail for
other categories which can be handled at several facilities. As such, | believe
that Within County DDU dropshipment and basic presort is lower cost mail, and
the resulting cost avoidances are likely to be lower.

7 ¢. } did not conduct this study. Results of this study are used in the proposed rate
design, and | am available to answer any questions regarding this application of
the study. Other questions about LR H-111 can be directed to the Postal
Service. Please see the Postal Service's response to ABP/USPS-1 in this
regard.

d. The Postal Service did not decide to assign all non-transportation cost



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNAJUSPS T34-7[d] Continued, Page 3 of 3
savings to the piece rates. Please see USPS-T-34, Workpaper WC-F, page 1.
The per pound cost savings of $0.045 are recognized with a 30 percent

passthrough to calculate a per pound discount of $0.014.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION (NNA)

NNA/USPS T34-8
What percentage of Periodicals mail consists of ietter-shaped mail? What
percentage of within-county mail consists of letter-shaped mail?
RESPONSE
Letter-shaped (Letters and Cards) mail makes up B.33 percent of Periodicals
mail (See Library Reference H-128, Page -4). Similar information is not available

for Within County mail.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 4917
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TW/USPS-T34-1 The following table shows the breakdown of the FY96 regular
rate Periodicals volume by presort and automation categories, as given in the
billing determinants and in LR-H-134. While the volume categories given are
obviously distinct, since they add up to the total subclass volume in FY98, the
distinctions between certain categories are not obvious from their description.

FY 1996 BILLING DETERMINANTS
PERIODICALS REGULAR RATE & SCIENCE OF AGRICULTURE
{From LR-H-145)

PIECE RATED W/Discount

Prescrt Rates:

6,978,325,228

LEVEL A NON-AUTOMATION 758,910,544
BASIC NON-AUTOMATION 158,089,110
LEVEL AZIP + 4 NUMERIC 2,357823
BASIC AUTOMATION LETTER 9,205,104
LEVEL A PREBARCODED LETTES 19,975,455
LEVEL A PREBARCODED FLATS 274,555,711
BASIC AUTOMATION FLAT 84,550,564
LEVEL B3 NON - AUTOMATION 333,524,496
3/5 NON - AUTOMATION - 288,082,287
LEVEL B3 ZIP - 4 NUMERIC 477,441
35 AUTOMATION LETTER 5,882,586
LEVEL B3 PREBARCODED LETTERS 3,305,294
LEVEL B3 PREBARCODED FLATS 269,219,641
3/5 AUTOMATION FLAT 290,247,033
LEVEL B5 NON-AUTOMATION 875,356,501
CARRIER ROUTE BASIC 517,166,437
LEVEL B5 ZIP + 4 NUMERIC 2,087,031
CARRIER ROUTE HIGH DENSITY 4,608,008
CARRIER ROUTE SATURATION 5,914,564
LEVEL BS PREBARCODED LETTES 22,024,749
LEVEL B5 PREBARCODED FLATS 795,153,850
CARR-RTE PRESORT BASIC (C1) 2,191,731,345
CARR-RTE PRESORT 125-PIECE WALK SEQ. (C2) 14,768,100
CARR-RTE PRESORT SATURATUON (C3) 10,131,522

Please describe the distinct meaning of each volume category in this table,

including a description of how each was measured. In particular:
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TO INTERROGATORIES OF TIME WARNER INC. (TW)
Page 2 of 5

a. What is the difference between the 517,166,437 pieces called “CARRIER
ROUTE BASIC” and the 2,191,731,345 pieces called “"CARR-RTE PRESORT
BASIC (C1)"? Is there any difference in the way these two categories are made
up? How were the two volumes measured?

b. Please answer the same question for the two categories of high density
carrier route and the two categories of saturation carrier route.

c. Why are some categories referred to as “automation” and some as “pre-
barcoded ? Does this reflect any difference in make-up?

d. Why are some categories referred to as “Level A” and some as “Basic”,
“when it appears that all these categories add up to what is currently named
“Level A™? )

€. What is the difference between the categories named 83, B5 and 3/57
f Which volumes are based (1) on RPW only; (2) on RPW combined with
data from LR-H-190; and (3) some other combination of data? Please explain.
a. Do the breakdowns of the Level A and Level B volumes in the table
provide a key as to what will be respectively basic, 3-digit and 5-digit under the
proposed new presort categories? If yes, please explain.

RESPONSE

The number of categories results from the fact that the base year (FY96)
includes three quarters before implementation of Docket No. MC95-1, and one
quarter after the implementation of Docket No. MC85-1. The differences in
names are due to change in the labels resulting from Docket No. MC95-1. For
example, the presort category that was labeled A is now referred to as Basic,
and the term ‘prebarcoded’ has been replaced by ‘automation’. Therefore Level
A non-automation and Basic non-automation refer to thg same presort level for
non-automation mail and the Level A includes the first three quarters of FY96,
while the Basic volume includes the last quarter. The 21P+4 category was

eliminated in Docket No. MC95-1 and the volume was added to the Automation

Letter categories at each respective presort level. Therefore, Level A ZIP+4
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TO INTERROGATORIES OF TIME WARNER INC. (TW)
Page 3 of 5

Numeric was added to Basic Automation Letter, and Level B3 ZIP+4 Numeric
and Level BS ZIP+4 Numeric were added to 3/5 Automation Letter. In the same
manner, Prebarcoded letters are added to Automation Letters at their respective
brésod levels. Therefore, Level A Prebarcoded Letters are added to Basic Non-
automation Letters and Levels B3 and BS Prebarcoded Letters are added to 3/5
Automation letters. Level A Prebarcoded Flats and Basic Automation Flats refer
to the same presort level for automation flats and are combined into the Basic
Automation Fiats category. The Level B3 and B5 categories after Docket No.
MC95-1 are combined into a single 3/5 presortation level for both the automation
and non-automation categories. Specificaily, Level B3 Non-automation, Level BS
Non-automation and 3/5 Non-automation are combined into a single 3/5 Non-
automation category and Level B3 and B5 Prebarcoded Flats are combined with
3/5 Automation Flats into a single category labeled 3/5 Autornation Flats.

The Carrier Route presortation leveis prior to Docket No. MC95-1 were
referred to as C1, C2, and C3. The new names for these levels are Carrier Route
Basic, High Density and Saturation. The volumes are combined accordingly.

The TYBR categories from these billing determinants are derived in the

workpaper titled Transition Matrix (See USPS-T-34, Workpaper RR-B). The
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measurement methodology is discussed in the testimony of witness Pafford

(USPS-T-1), and LR-H-886.

a)

e)

There is no difference between 517,166,437 pieces called "CARRIER
ROUTE BASIC” and the 2,191,731,345 pieces called “CARR-RTE.
PRESORT BASIC (C1)", as explained above, except that the first number
corresponds to the last quarter of FY86 and the last number comresponds to
the first three quarters. They both refer to Carrier Route basic sortation level.
This same category was referred to.by C1 prior to the implementation of
Docket No. MC85-1 and Carrier Route Basic after Docket No. Mc85-1. For
the methodology of volume measurement please see the testimony of
witness Pafford (USPS-T-1), and LR-H-89.

High Density and Saturation were referred to by C2 and C3 after Docket No.
MC85-1. Once again, there is no difference between High Density and C2,
and Saturation and C3, except for the portion of the base year covered.

The term prebarcbded was replaced by the term automation after Docket No.
MC95-1. No. This change in terminology does not reflect any difference in
make-up.

Some categories are referred to as “Level A" and some as “Basic” because of
the change in terminology, as explained above. They add up to what is
currently named “Basic”, not “Level A”.

Volumes for level B3, and level B5S were reported separately prior to the

4520
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TO INTERROGATORIES OF TIME WARNER INC. (TW)
Page 5 of 5

implementation of Docket No. MC85-1 even though the applicable rates for
these two categories were the same except for “barcoded” or “autornation”
letters. The 3/5 category is the combination of these two categories.
It is my understanding that all the volumes in the billing determinants are
based on RPW only. Please see the Postal Service’s response to
NAA/USPS-1.

No. The volumes for the proposed presort categories for Basic, 3-Digit, and

5-Digit are based on the Second Class mail characteristics study provided in

LR-H-190.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF TIME WARNER INC. (TW)
(REDIRECTED FROM WITNESS SECKAR)

TW/USPS-T-26-1

c. Please confirm that flats (and letters) must be machinable in order to earn
barcode discount.

RESPONSE

C. Conﬂrmed.‘
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO INTERROGATORIES OF TIME WARNER INC. (TW)
(REDIRECTED FROM WITNESS SECKAR)

TW/USPS-T26-2

2. Under the current presort categories for regular rate Periadicals, i.e. levels A,
B and C, what percentages of reguiar rate periodicals pieces had presort levels
A, B and C respectively in FY 86, according to the billing determinants?

b. What proportion of the current level A in regular rate periodicals does the
Postal Service believe would qualify for the 3 - digit presort level if the proposed
new presort categories were in effect today?

c. Assuming mailers do not change their presortation practices, but that current
level A and B mailers take advantage of the new 5-digit and 3-digit rates to the
extent that they already qualify for them, what percentages of regular rate
periodicals will have respectively basic, 3-digit, 5-digit and carrier route
presortation after the proposed rates are impiemented? Please document your
answer.

d. Assuming mailers do not change their presortation or barcoding practices, but

that current level A and B mailers take advantage of the new 5-digit and 3-digit

rates to the extent that they already qualify for them, what percentages of regular

rate periodicals will be respectively basic barcoded, basic non-barcoded, 3-digit

barcoded, 3-digit non-barcoded, 5-digit barcoded, 5-digit non-barcoded and

carrier route presorted after the proposed rates are implemented? Please

document your answer.

RESPONSE

a. Billing determinants for reguiar rate periodicals include Science of Agriculture
and commingled pieces that add up to a total of 6,884,300,626 pieces for FY
1996 (See USPS-T-34, Workpaper RR-A, pages 1-2). Out of this total, Basic

rate (or Level A) makes up 19.32 percent, 3/5 presortation (or Leve! B) is

41.34 percent, and presortation to Carrier Route is 39.34 percent.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE

TO INTERROGATORIES OF TIME WARNER INC. (TW)
(REDIRECTED FROM WITNESS SECKAR)

TWIUSPS-T26-2, Page 2 of 3

b.

USPS-T-34, Workpaper RR-B, titled Transition Matrix, contains the
appropriate information to calculate the expected shift from Level A to 3-digit
if the proposed new presort categories were in effect today. The BYBR
Volume provided in the third and fourth column is used to calculate the Level
A volume at 1,317,886,934 (including Science of Agriculture and
Commingled, but excluding Automation Letters). In the Proposed Rate:
Structure columns the Level A or Basic presortation volume drops to

454 520,092, an expected shift of 863,366,842 pieces or 65.5 percent from

Level A or Basic rate to the 3-digit presort level.

Approximately 7 percent of the regular rate periodicals will have basic rate -
presortation while 3-digit, 5-digit and Carrier Route presortation levels will
have 22, 32 and 39 percent of regular rate periodicals respectively. See

attached table for documentation.
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TO INTERROGATORIES OF TIME WARNER INC. (TW)
(REDIRECTED FROM WITNESS SECKAR)

TW/USPS-T26-2, Page 3 of 3

d. The percent breakdown by presort levels for regular rate periodicals would be

as follows:

Basic barcoded 2 percent
Basic non-barcoded 5 percent
3-digit barcoded 8 percent
3-digit non-barcoded 14 percent
5-digit barcoded 15 percent

5-Digit non-barcoded 16 percent
Carrier Route 39 percent

Note: See attached table for documentation.



A PERIODICAL REGULAR RATE TYAR PIECES Attachment to Response to
JOURCE USPS-T-34. WORKPAPER RR-J, PAGE 1 TWIUSPS-T26-2
(" 1 BASIC NON-AUTOMATION PIECES 357.845023
2 [BASIC AUTOMATION LETTER PIECES 32277476
3 IBASIC AUTOMATION FLAT PIECES 107,300,475
4 Y8ASIC NON-AUTOMATION 3 DIGIT PIECES 996,187,232
5 IBASIC AUTOMATION 3 DIGIT LETTER {PIECES 12,029,892
6 JBASIC AUTOMATION 3 DIGIT FLAT PIECES 573,063,357
7 IBASIC NON-AUTOMATION 5 DIGIT PIECES 1,160.957.152
8 IBASIC AUTOMATION 5 DIGIT LETTER  |PIECES 22,537,348
9 IBASIC AUTOMATION 5 DIGIT FLAT PIECES 1,073.603,038
40 JCARRIER ROUTE BASIC PIECES 2,775519.910
41 JCARRIER ROUTE HIGH DENSITY PIECES 19,831,870
12 [cARRIER ROUTE SATURATION PIECES 16,421,229
13 1TOTAL TYAR REGULAR RATE |PIECES 7,147,574 000
TWIUSPS-T26-2(c) Vol. incl. Letters |Percent |Source
14]Basic PIECES 487,422,973 £.96%]Lines {1+2+3)/Line 13
15} 3-Digit PIECES 1.581,280,480 22.12%|Lines {(4+5+6)/Line 13
16}5-Digit PIECES 2,257,087,538 31.58%[Lines (7+8+9)/Line 13
17}Carrier Route PIECES 2.811,773.008 3g 34%|Lines (10+11+12)/Line 13
18]Check Total 7.147 574,000 | 100.00%
“TW/USPS-T26-2(d) Vol. incl. Letters |Percent |Source
- 3dasic barcoded PIECES 138,577,850 1.95%|Lines (2+3)/Line 13
[ 20}Basic non-barcoded PIECES 357,845,023 5 01%]Line 1/Line 13
21}3-Digit barcoded PIECES 585,093,248 8 19%|Lines (5+6)/Line 13
22]3-Digit non-barcoded PIECES 906,187,232 13.94%}Line 4/1line 13
23]5-Digit barcoded PIECES 1,096,140,387 15.34%|Lines (8+9)/Line 13
24]5-Digit non-barcoded PIECES 1,160.957,152 16.24%|Line 7/Line 13
25]Carrier Route PIECES 2.811,773,008 39.34%Lines (10+11+12)/Line 13
26]Check Total 7.147.574.000 { 100.00% -
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO PRESIDING OFFICER INFORMATION REQUEST NUMBER 4

Question 6.

Please provide the source for cells C51 and C52 of the “Discount”
worksheet of witness Taufique's (USPS-T-34) Workpapers as shown in
spreadsheet 2C_ RR_X0.xls.

RESPONSE

The numbers in cells C51 and C52 are supposed to represent the sum of
mail processing costs and delivery costs for 3-digit and 5-digit Automation letters
as presented in witness Daniel's exhibit USPS-29C page 2. The actual numbers
in the cells are incorrect and should be B.1455 (4.7255+3.42) and 6.7847
(3.4227+3.362) in cells C51 and C52 respectively to reflect the numbers
originally filed by witness Daniel.

Witness Daniel’s revision of these costs is reflected in the supplement to

my testimony filed October 10, 1997.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO PRESIDING OFFICER INFORMATION REQUEST NUMBER 3

Question 4.

In Docket No. R87-1, the Postal Service proposed to decrease the
proportion of revenue obtained from the pound rate for regular Periodicals to 40
percent. This was proposed along with evidence suggesting that the proportion
should be even lower. The Commission recommended the 40 percent level and
suggested that further study should be given to this question. in Docket
No. R80-1, the Postal Service proposed to maintain the 40 percent level but did
not provide a study. in recommending the 40 percent level, the Commission
noted again the need for studying the issue further. In Dockets No. R94-1 and
MC85-1, the 40 percent level was maintained and the need for further study was
again noted. In this case, the Postal Service has proposed to increase the
proportion to 41 percent. No study is provided. The only justification for the 41
percent level is a statement by witness Taufique that “the pound rate revenue is
proposed to generate 41 percent of total revenue, compared to 40 percent in the
past.” (USPS-T-34 at 13))

The Commission notes that the Revenue Forgone Reform Act requires
that the advertising pound rates for Regular Periodicals be applied to Nonprofit
Periodicals and Classroom Periodicals. Therefore, the level of the advertising
pound rates in Regular Periodicals, which is affected by the proportion of the
revenue obtained from the pound rates, takes on more importance than in the
past. In order that the record may be as robust as possible on this issue, the
Postal Service is asked to provide any evidence avaltabie supporting its proposal
to set the proportion at 41 percent.

RESPONSE

The change in the percent of revenue to be coll:cted from pound rates in
regular rate Periodicals, i.e. from 40 percent to 41 percent, does not reflect a
policy change on part of the Postal Service, and was not a result of any cost
study relating weight to the cost of Periodicals. Rather, it was one of the steps
taken in the proposed rate design to mitigate the effect of the proposed rate
increase by keeping the rate increases and reductions for each cell in a relatively

light range around the average increase {plus or minus 10 percent of current

rates).

4528
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO PRESIDING OFFICER INFORMATION REQUEST NUMBER 3

POIR No. 3, Question 4, Page 2 of 2

The attached table shows the effect of this split on piece rates. This table

was developed by changing only the piece/pound split assumption, everything

else remaining constant.

DESCRIPTION 59/41 SPLIT AS PROPOSED 60/40 SPLIT
PIECE RATES PIECE RATES
Proposed Current % Alternate |Current [% Change
Change

BASIC NON-AUTOMATION 0.263 0.24 5.6% 0.265 0.240 10 4%
BASIC AUTOMATION LETTER 0.182 0.154 £.2% 0.184 0.154 -5 2%
BASIC AUTOMATION FLAT g221 0.208 57% 0223 0 209 6 7%
NON-AUTCOMATION 3 DIGIT 0217 0.202 7.4% 0218 0.202 B 4%
AUTOMATION 3 DIGIT LETTER 0.166 0.173 -4.0% 0.168 0.173 -2.9%
AUTOMATION 3 DIGIT FLAT 0.188 0175 7.4% 0.180 0.175 B86%
NON-AUTOMATION 5 DIGIT 0.214 0.202 5.9% 0.218 0202 6 5%
AUTOMATION 5 DIGIT LETTER 0.162 0173 £.4% 0.164 0.173 -5.2%
AUTOMATION 5 DIGIT FLAT 0.186 0175 6.3% 0.188 0.175 7.4%
CARRIER ROUTE BASIC 0128 0.119 76% 0.130 0.119 82%
CARRIER ROUTE HIGH DENSITY 0.116 0.111 4.5% 0.118 011 6.3%
CARRIER ROUTE SATURATION 0.102 0095 7.4% 0.104 0.085 3.5%

As can be seen from this comparison, the 59/41 split mitigated some

relatively large increases.

Given our desire to mitigate rate increases, while at the same time

improving rate design, especially through the split of 3-digit and 5-digit presort

levels, this relatively small shift from the traditional approach was considered to

be in the best interest of this subclass.
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Question 5.

The zone distribution factors shown in column F of Workpaper RR-G,
page 2, of witness Taufique do not include recognition of Science-of-Agriculture
pounds. Yet the transportation costs distributed with these factors do cover
Science-of-Agriculture mail. Please explain why it is appropriate to omit
recognition of Science-of-Agricuiture pounds from the distribution of the
transportation costs.

- RESPONSE

It is not appropriate to omit recognition of Science-of-Agriculture pounds from the
distribution of transportation costs, and these pounds are recognized for all the
zones except the first three rate cells: DDU, DSCF and Zones 1&2. The goat
was to treat the revenue from these three rate cells separately in the calculation
of target revenues for pound rate calculation, but this treatment was incorrectly

omitted. The issue of revenue from advertising pounds in Science of Agriculture

publications in Zones 1&2, SCF and DDU is addressed in question number 7.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO PRESIDING OFFICER INFORMATION REQUEST NUMBER 3

Question 6.

Workpaper RR-G, page 3, of witness Taufique, shows the removal of 1.2
cents per pound from the advertising rates for zones 7 and 8. Consistent with
the proposal to obtain 41 percent of the revenue from the pound rates, please
explain where the revenue loss attendant to the 1.2 cent reduction is recovered.

RESPONSE

The revenue loss attendant to the removal of 1.2 cents from the advertising

pound rates for zones 7 and 8£not explicitly recovered in the proposed rate

design. MmMeWhemmheu@n_band—areund th&avenage Lplus-.
Lrminus-10 pereent overathincrease or-reduction); this exogenousadjustment -
MW{A—MMWW “Phloger bee. Lina o
was made-ang-did-net-materially affectthe Tesuitingcost coverage: The resulting—

WS Ps~T-34 (Lrhpogoo RR-1.

cost coverage-afterthisand other exogenous adjustments is U.2 percent betow—

the-target
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TO PRESIDING OFFICER INFORMATION REQUEST NUMBER 3

Question 7.

Workpaper RR-G shows the target revenue from the pound rates on line 5
(page 1) and shows the actual revenue obtained on line 95 {page 3). Consistent
with the goal of obtaining the target revenue and thereby of obtaining 41 percent
of the revenue from the pound rates, please explain where account is taken of
the revenue from the advertising in Science-of-Agriculture publications in
Zones 1&2, SCF, and DDU.
RESPONSE

The recognition of revenue from advertising pounds in Science of
Agriculture publications in Zones 1&2, SCF, and DDU is omitted in the proposed
rate design. Revenue from these cells could have been initially subtracted from
the target pound revenues and recognized in the explained pound revenues after
the dernivation of pound rates.

If this revenue was accounted for as suggested in the previous paragraph,

the pound rates would change slightly in the following cells:

Workpaper RR-L, Page 1

4932

RATE ELEMENT : PROPOSED RATES AFTER CHANGE
RATES

Zoned Advertising Zones 1 & 2 | $0.203 $0.202

Zoned Advertising Zone 5 $0.305 $0.304

Zoned Advertising Zone 6 $0.361 $0.360

Zoned Advertising Zone 7 $0.416 $0.415

Zoned Advertising Zone 8 $0.474 $0.472

The piece rates would not change due to rounding of the final rates, even

though the tar'get revenue from pieces would be reduced from $993,389,408 to

$993,245,588.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE
TO PRESIDING OFFICER INFORMATION REQUEST NUMBER 3

Question 8.

Workpaper RR-J, page 1, of witness Taufique shows the subtraction of
0.1 cents per piece from the piece rate for basic non-automation Regular
Periodicals, at line 31. Because all of the other piece rates are obtained by
subtracting a discount from this basic nonautomation piece rate, this subtraction
reduces all piece rates by 0.1 cents. Consistent with the goal of obtaining 59
percent of the revenue from the piece rates and of obtaining a target cost
coverage of 107 percent, please explain where the revenue loss attendant to the
0.1 cent reduction is recovered.
RESPONSE
The revenue loss attendant to the removal of 0.1 cents per piece from the piece
rate for basic nonautomation rate and the subsequent reduction in all the other
piece rates is not explicitly recovered in the proposed rate design. In order to
keep the rates in a relatively tight band around the average (plus or minus 10
percent, overall increase or reduction), this exogenous adjustment was made
and did not materially affect the resulting cost coverage. As stated in the

response to question 6, the resulting cost coverage after this and other

exogenous adjustments is 0.2 percent below the target.
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TO PRESIDING OFFICER INFORMATION REQUEST NUMBER 3

Question 9.

In Docket No. R80-1, the Postal Service proposed to give the SCF
discount and the DDU discount for Periodicals entirely on a per-pound basis.
That proposal was based on arguments that the savings were largely pound
oriented. The Commission recommended that the transportation cost savings be
given on a per-pound basis and that the nontransportation cost savings be given
50 percent on a pound basis and 50 percent on a piece basis. The 50-50 split
for nontransportation costs was maintained through Dockets No. R94-1 and
MC95-1. In this case, the Postal Service has proposed to recognize the
nontranspoertation costs entirely on a per-piece basis. As explained by witness
Taufique (USPS-T-34 at 19). "Recognition of non-transportation drop shipment
cost savings ... for the destination delivery unit (DDU) and DSCF is proposed for
piece rates exclusively. This is a break from the past practice of splitting these
savings between piece and pound rates.” In addition to the sentence just
quoted, please provide any evidence or study available to support the proposal
to recognize the nontransportation costs entirely on a per-piece basis.

RESPONSE

The decision to recognize non-transportation drop shipment cost savings
only in the piece rates and not in the pound rates does not reflect a change in
policy on part of the Postal Service. The purpose was to keep increases or
reduction in ea;:h of the cells below 10 percent.

The proposed pound rates for the destination delivery unit (DDU) and the
destination sectiona! center facitity (DSCF) are $0.158 and $0.180 respectively,
6.5 and 5.3 percent reductions from the current rates of 30.168 and $0.190.
Application of non-transportation drop shipment cost savings provided in LR-H-
111 to further reduce these fwo pound rates would have resulted in greater

increases in zones 6 through 8.



4935
RESPONSE GF POSTAL SERVICE WITNESS TAUFIQUE TO

PRESIDING OFFICER'S INFORMATION REQUEST NUMBER 1
Question 5.
Workpaper RR-C, page 1, which accompanies USPS-T-34, shows an imnplicit
cost coverage for advertising matter of 182.17 percent and for editoriaf matter of
88.93 percent. The column above the former figure shows a subtotai labeled
“Advertising Total” and another subtotal labeled “Total Pounds.” Since this
column is based on an assumption that all of the matenal is advertising material,
please explain why the two subtotals should be different.
Response
The two subtotals should not be different because, as correctly stated in the
query, this column is based on the assumption that al! of the material is
advertising material. The subtotal “Total Pounds” is incorrect, and has been

deleted. The comection of this error leads 1o a cost coverage of 130.61 percent

for ail advertising matter. See my workpaper errata filed on August 14, 1597.



RESPONSE OF POSTAL SERVICE WITNESS TAUFIQUE TO
PRESIDING OFFICER'S INFORMATION REQUEST NUMBER 1
Question 6.
Workpaper WC-|, page 1, which accompanies USPS-T-34, contains a column
headed “Billing Det.” Please provide a source for the figures in this column.
" Response
This column is not used in the analysis provided in workpaper WC-!, which

compares the current rates to proposed rates. The numbers in this column

therefore have been deleted in my workpaper errata filed on August 14, 1997. .
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: Does any participant have

additional written cross-examination for this witness?

[No response.]

CHATIRMAN GLEIMAN

: There doesn't appear to be any.

Three participants requested oral

cross-examination of Witness Taufique. The American

Busines

s Press, McGraw-Hill Companies, Inc., and the

National Newspaper Association.

Dress,

Does any other party wigh to cross-examine?

[No response.]

CHATRMAN GLEIMAN

: Mr. Feldman, American Business

whenever you are ready.

MR. FELDMAN: Mr.

Chairman, on reflection, we have

decided not to cross-examine Mr. Taufique but reserve the

right for followup on questions that may arise here at the

hearing.

please?

Thank you very much.

CHATRMAN GLEIMAN: Thank you.

Mr. Bergin, McGraw-Hill.

CROSS EXAMINATION

BY MR. BERGIN:
Good morning, Mr

Good morning.

. Taufique.

COMMISSIONER LeBLANC: Would you turn your mic on,

ANN RILEY & ASSOCIATES, LTD.
Court Reporters

1250 1 Street,

N.W., Suite 300

Washingten, D.C. 20005

{(202)

842-0034
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CHAIRMAN GLEIMAN: Mic c¢n, please.

Thank you.

BY ME. BERGIN:

Q My name ig Tim Bergin. I represent the
McGraw-Hill Companies and T have a few questions for you
this morning.

Now, as I understand it, under your rate design
for periodicalsy)regular mail, the flat editorial pound
charge, the charge for editorial matter, increases 8
percent; is that correct?

A You are referring to a particular portion of my
testimony? Basically the -- are you referring to page 2 of
my testimony, sir?

Q I believe that would be the reference.

A Okay.

Yeg, the editorial pound rate is 17.4 centg as I
have proposed 1it.

Q And that is an increase of approximately 8 percent
over the current editorial pound charge?

A Let me check.

Yes, it is.

Q But on the other hand, the zoned advertising pound
charges decrease up to a certain point; is that correct?

A The zoned editorial pound charges or

advertising --
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0 Advertising charges.

A Advertising pound charges in some of the cells had
gone down, Yes.

Q For example, destination delivery unit is a
decrease of approximately 6.5 percent?

A Yes.

Q And the zoned advertising pound charge for SCF
delivery is down about 5.3 percent?

A Yes, that is the case.

Q And the advertising charge for zone 1 and 2 is
down 5.1 percent?

A Yes, that is the case.

Q And again, the advertising charge for zone 3 is
down 3.6 percent?

A Right, that is the case.

Q And no change at all is proposed for zone 4, the
advertising charge for zone 47?

A That is true.

0 Now, it's true, isn't it, that the transportation
costs attributed to periodicals regular mail have not gone
down in this case; as a matter of fact, they've gone up a
substantial amount? Is that consistent with your --

A I have not compared the numbers but it appears to
be that the trangportation costs have gone up.

Q Now, as I understand it, the basis for your
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reductions in the zoned advertising charges that we've
discussed is the corresponding increase in the <lat
editorial pound charge?

A Not necessarily. Basically, if I could zone the
editorial pounds then I would be able to give lower rates
for the drop shipment and SCF drop shipment to editorial
pounds also. But since I am not able to zone, Postal
Service had proposed a zcone pound rate for the 2ditorial
pounds in the past that was not approved and since it is a
one price fit all, we sort of -- we have to use cone number
for all the editorial pounds.

Q My question is, in order to obtain the decreases
in certain of the zone charges for advertising pounds, it
was necessary to increase substantially the flat editorial
pound charge?

A I do not agree because what we did was the
editorial pound rate was calculated independently of all the
other rates. Basically, as I have said in my testimony and
some of the interrogatory responses that you had provided,
that you asked, my response was that the editorial pound
rate was calculated based on the total amount cf money that
we wanted to get from the pounds divided by the number of
pounds so that was®independently of any other rate.

Q But before this case, it's true that the flat

editorial pound charge had always been establicshed at 75
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percent c¢f the zone 1 and 2 charge for advertising pounds;
is that correct?

A That is true.

Q And this was done in order to appropriately
reflect the so-called ECSI value of periodicals mail?

A I think this particular proposal also reflects the
ECSI value of the periodical mail. The difference over here
basically is that since editorial pounds, editorial content
overall, the Commission recommended in R-87 and R-90, and I
have quoted that in my testimony, also had asked that the
implicit cost coverage for editorial pounds should be looked
at and that matter should cover its cost. We decided or at
least I decided that the -- a different method of
calculating the editorial pounds would be a better way to

reflect the cost in this particular case.

Q T understand and we will come to that. But it is
true --

A I'm sorry.

Q It is true that a ma’ior change in the rate design

for pericdicals regular mall that you propose is to decouple
the flat editorial pound charge from the zone 1 and 2 charge
for advertising pounds?

A That's a good word to use. I have not used that
word, but I would agree with that, this was a decoupling

effort, right. And I would like to note also that with this
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decoupling we do not want abrupt changes or increases in the
editorial pound rate, so that is why the passthrough or at
least the pound rate that we are proposing is 90 percent of

what we think it should be to cover the cost in terms of

recovering --
0 I understand.
iy The revenue amount.
0 Now hefore this case the benchmark for the pound

charges used to be the zone 1 and 2 advertising charge; is
that not correct?

A That is true.

Q In other words, you would take the total target
revenue without a markup and you would divide it by total
pounds and get an average required revenue per pound and
that would be the zone 1 and 2 charge before this case?

A I lost you somewhere. I think you -- you started

off with editorial pound rate --

Q No, uh --

A That being the -- that being 75 percent of zone 1
and 2 --

Q In the past, yes.

A Yes, could you repeat the question?

0 Well, under that regime in the past the zone 1 and

2 charge was the benchmark.

A Thatt is true.
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Q That would be the first charge that would be
established or calculated, I should say.

A Actually all the rates for the advertising zone
rates were calculated simultaneously in the past also, and
then zone 1 and 2 became the benchmark for the calculaticn
of the editorial pound rate.

Q In the past didn't you start with a calculation of

the average required revenue per pound --

A We did --

Q The Postal Service.

A We did the same thing; yes.

Q And that would be the zone 1 and 2 charge?

A No, the total revenue that was reguired of pounds

was the first number, and from that point onwards the
distribution of the distance-related transportation cost by
zone was done based on pound-miles, and what was bothersome
in that part of the design was that there was always a
residual amount that was not being allocated based on
pound-miles, it was afgégig;:that was being added, and that
is what made me look at the whole rate design issue and
decoupling the editorial pound took care of the problem in
terms of allocating all the distance-related transportation
coat to the zones based on pound-miles as it should have
been done. As a -ecaler, s—c—a—l—%ir, a constant number that

was being added.
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Q Well, as I understand it, the main reason for your
change that resulted in the proposed decoupling of the flat
editorial pound charge from the zone 1-2 charge for
advertising, the main reason was concern with the so-called
implicit editorial cost coverage.

aQ)

A That was an issue that I was grappling with -theat1I
was working on this rate design as to how to come up with an
editorial pound charge and the piece discount for editorial
rate, editorial content, so that the editorial content would
at least have a decent implicit cost coverage.

Q Was that the main reason why you proposed the
decoupling of the flat editorial pound charge from the zone
charges?

A That was the main reason that I had in mind in
terms of looking at the rate design issues in this
particular case.

Q and the reascon that implicit editorial cost
coverage became an issue for you in this case was your
understanding that the target cost coverage for the subclass
was 107 percent?

A I think implicit cost coverage has been an issue
in the past cases. Also as you had asked me to compare the
implicit cost coverage, I think it was one of the
McGraw-Hill interrogatories that asked me to compare the

implicit cost coverage that Witness Foster came up with and
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compare that to what I had and why it differed, so implicit
cost coverage was an issue that the Commission had raised,
that the Postal Service was concerned about. This was -- I
think this was the first time we proposed a rate design that
decoupled the editorial pound rate from the other
advertising zone rates to address that issue and to come
closer to the goal of at least 100-percent cost coverage for

the editorial pounds.

Q You say to come closer to that goal.
y:\ Right.
Q Now you used the same methodology in estimating

the implicit editorial cost coverage that Witness Foster
used in the R-94 proceeding; correct?
A I sure did.

I might add that you had asked me to compare it
and I looked at it very carefully at that point in time and
it was basically the same methodology that the Commission
had used and Witness Foster had used.

Q And Witness Foster in the R94-1 proceeding

calculated an implicit editorial cost coverage of about 95.5

percent.
A I think you're right.
Q And the reason for your lower calculation of an

implicit editorial cost coverage is your understanding that

the subclass, the cost coverage for the subclass as a whole,
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is 107 percent?

Y.\ Let me turn to the response that I had given to
you folks on that one, and T think that would help me.

Q I think it's McGraw Hill Number 1(C) (1).

.Y Right. I said that the major reason for the
difference in the editorial content cost coverage based on
my analysis was the target cost coverage itself. If the
target cost coverage is lower, the editorial pound cost
coverage would also be lower, yes.

Q So that to the extent that the actual subclass
cost coverage, in this case the cost coverage for
periodicals regular mail as a whole, is higher.

For example, to the extent that mail processing
costs have been misallocated to periodicals regular mail --

A Do you want me to agree with that? I have no

knowledge of --

Q No, I just want you to assume that for a second.
A Okay .
Q To the extent that actual subclass cost coverage

is higher -Eham the implicit editorial cost coverage is

likewise higher. I mean they work in tandem, right?

A The two issues that you raised, the costs may be
higher --

Q And costs lower --

A If the cost was lower and the cost coverage was
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higher, if you wanted to recover the same revenue, then the
editorial pound coverage -- editorial pound cost coverage
would also be higher, yes, but still significantly below 100
percent.

Q Well, it would depend upon how much the subclass
cost coverage were higher?

A Yes.

Q And by the same token, if a higher subclass cost
coverage were proposed in a future case, then you would
agree that, depending on the level of the cost coverage, it
might be appropriate to revert to the tradition of
calculating the editorial pound charge at 75 percent of the
Zone 1-2z charge for advertising pounds?

A My proposal is to decouple them, and I think I
have talked about that.

The decoupling takes care of it, because it is a
very direct method of making sure that the costs are
covered, so that is why I proposed what I have proposed in
this particular filing.

0 As I understand it, your proposal is designed to
address the unique situation presented in this case was
based upon an assumption of a low cost coverage for the
subclass, which created the problem of the low implicit
editorial cost coverage?

A The implicit cost coverage for the editorial
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content has been an issue in the past cases also. All that
I have proposed is a better method of taking into account --

Q It's been a much smaller issue in past casges, 1is
that not correct?

y:y But in R87 and R90, T believe, the Commission had
stated that it was actually below 100 percent in all cases.

Q -But it was much closer, it was closer to 100

percent in R94 than it would be under your proposed rate

design?
a It was probably closer, you're right.
Q And the determining facteor is the subclass cost

coverage?

A For the difference in the cost coverage itself for
the editorial content, one of the reasons would be the
overall cost coverage for the subclass, but that does not
mean that the methodology that we have proposed of
decoupling the editorial pounds does not have merit, because
I think it does take into account a much direct method of
making sure that the costs are covered.

Q Then again we have the -- strike that.

May I refer you to page 15, lines 1 and 2 of your

testimony?
A Line 1 and 2, you said?
Q Yes. You state there that nontransportation cost

is distributed based on all the advertising pounds including
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the DDU pounds. Have I read that correctly?

A Right. What I have called nontransportation is
distributed to all the zones plus SCF and DDU.

0 Now, it is alsc true that nontransportation costs
are embedded in the flat editorial pound charge; is that
correct?

A What do you mean by that? Could you explain that
a little bit further? I'm lost on this one.

Q Well, in addition to transportation costs, there
are other costs that are covered by the pound charges; is
that not correct?

A The advertising pound charges or the =ditorial
pound charges?

Q Both.

A Yes, editorial pound charges has all three -- what
I have defined as transportation cost, distance and
nondistance and the residual amount is what I have
classified as nontransportation cost. That is covered, part

of that. is covered in the editorial pound rate also.

Q And what does that nontransportation cost
represent?
A That represents the residual amount after we

subtract out the transportation cost from the overall
revenue required from the pound side.

Q So those represent undefined other costs that are
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to be covered by the pound charges?

i Right .
0] And in fact these nontransportation charges are
the -- represent the largest component of the flat editorial

charge; is that not correct?

A L.et me check that out. You may be right but let
me confirm that.

They are slightly larger than the distance-related
transportation costs, yes.' They are the largest, you're
right.

0 If you combine the distance and the ncondistance
related transportation, the nontransportation is still
higher, isn't it?

A Yes, it is.

Q And the alleccation of these nontransportation
costs to the editorial pound charge is essentially
arbitrary, isn't it? In other words, it falls out of the
establishment of a target revenue for the pound charges?

A I think if you go back to the basic premise of
dividing the revenue requirements into pounds and pieces,
that was the premise. And if you agree with that premise or
if you disagree*that premise, I don't know where you're
coming from. But based on that, that is the amount of money
we are supposed to recover from the pounds and that is the

way we have done it.
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Transportation cost is the concrete element in

there that is the cost we have paid for transportation and
whatever is left over is based on the 41 percent. of the
revenue that is to be recovered from pounds.

0] And you are recovering -- you are proposing to
recover more from the pound charges in this case than in
previous cases?

A Slightly more.

Q Could I refer you, please, to page 1 of your
testimony?

A Yes, I'm there.

Q Now, there you set forth the proposed percent

change in rates for regular periodicals mail of 3.5 percent?

A Yes.

Q And you have a footnote which states that the
average rates do not include fees. I wondered why fees were
not included.

A Basically, fees are calculated separately. They
are not part of my rate design as such, given the numbers.
So that is why I wanted to look at the effect of the
proposal that I had made in terms of rate changes.

Q But if the effect of fees paid by regular
periodicals mailers is taken into account, then that could
affect the estimate of the percentage overall increase

proposed for regular periodicals mailers?
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A I have not done the calculation but I would accept
the fact that if the fees were included, it may be slightly

higher but not a whole lot. If you have done the

calculations --
Q Four percent?
A I doubt it very much. I have not done the

calculation but the fees inclusion, fees is a very small
percent of the total revenues. So by not calculating the
numbers, I would think maybe a .1 increase in the percent
change is what I would expect, but if you have done the
calculations I will accept it subject to check.

Q Well, I think if your number for the current
average revenue per piece of 2.26 cents were sglightly
changed to 2.25 cents, that could make the difference from
3.5 percent to 4 percent in the overall percentage change?

A Why would the average revenue per piece go down?
It will go up. Inclusion of the fee would actually increase
beoeth of those numbers.

Q Is it fair to say that you would ac-ept Witness
Patelunas' calculation of the average revenue per piece in
this regard?

A I haven't seen his numbers in that regard. Do you
have the numbers that I can look at?

Q He presumably -- well, I just gave you one, the

only change I am aware of. But he presumably took into
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account the fee revenue.

A And the difference in the percent change in the
average dollar per pilece is 4 percent, including the fees
revenues alone?

Q By my calculation.

¥\ I haven't seen the numbers so 1 really can't
comment on that.

MR. BERGIN: Thank you, Mr. Taufique. I have
nothing further.
CHAIRMAN GLEIMAN: National Newspaper Association.
Ms. Rush.
CROSS EXAMINATION
BY MS. RUSH:
Q Good morning, Mr. Taufique, I'm Tondra Rush. I'm

counsel to the National Newspaper Association.

A Good morning.

Q Would you turn to page 5 in your testimony?

A Sure.

Q In the last sentence of the second paragraph there

you make reference to the decline in within county mail
volume since 1985, and you make a brief reference there to a
discugsion that Dr. Tolley has presented about changes in
sampling procedures. 1 realize you're referencing his
testimony in that case, but is it fair to infer that you're

discussing sampling of mail volumes in this context?
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Fiy I would say yes.

You would say yes.

A But I'm not sure, because I looked at his
testimony and what he had discussed in terms of forecasting
variables, and my interest was basically to look at the
history and see, since I'd been a forecaster in my past
life, I was interested in that area to loock at how things
had changed over time and what the rate implications would
be given those changes.

0 It would be fair to assume I guess that if the
sampling procedures changed and we might infer improved that
we're not actually looking at changes in the mail, we're
just looking at more accurate measurement systems for
capturing what's in the mail stream. Would that be a fair
statement?

A Not knowing enough about the postal sampling
procedures, but I would agree with you generally that
statement is true.

Q Okay. As you've looked at that process, as far as
you know, those changes are in place today and the mail
volumes are being actually captured?

y:y I am not the right person to ask that question.

Q Okay. You don't have any knowledge of that.
You're just referring to the fact that this is an

explanation for declining mail volumes; 1s that correct?
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A Exactly. That's what I was looking for.
0 Okay. Thank you.

Would you turn then to NNA's gquestion to you No.

T-34-27
Do you have that?
A Just a minute.
Yes, 1 have it.
Q Okay. You presented a discussion for us there of

exceptional dispatch, and let me briefly summarize a long
answer here. I believe you told us that this is a tool
that's used for time-sensitive publications to de=liver short
hauls to delivery units and occasionally offices other than
delivery units, primarily for service. 1Is that correct?

F:Y That is -- again, I'm not an expert in this ares,
because -- that is my understanding of exceptional dispatch
being available for time-sensitive publication, and it can
be brought to a DDU of a delivery unit at 3 o'clock on the
morning for delivery. Otherwise it would take a much longer
time to go through the normal process of getting it
verified.

Q Okay. Thank you. You tried to capture for us at
our request the primary differences between an exceptional
dispatch mailing and an:%g% entry, and let me just see if

I've captured the ones that you've told us. One thing you

said is the DDU maill must be sorted to the carrier router,
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the five-digit level, and exceptional dispatch has no
presort requirements. Is that right?

A That is my understanding again.

Q Okay. You also said that DDU entry mail has to
have been plant verified or entered at a DDU where there's
an additional entry authorized, and that would not be the
case for exceptional dispatch.

A That is my understanding.

0 Okay. And then you also said that obviously a

discount's authorized for DDU entry but not for exceptional

dispatch.

A Again, that is my understanding.

0 That's still correct.

A Right.

Q Okay. Can you think of any other differences?

A When éﬁgéﬁ i came to me I had talked to a whole
bunch and I think the differences are -- that this

particular mail is not verifiable because it comes in at
different times where there is nobody there to verify the
mail, and that is why this particular provision was made, to
take into account delivery problems and time-sensitivity

problems than any of the rate issues as far as I know.

Q Do you call -- is DDU entries a form of drop
shipping?
A DDU entry is drop shipment.
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Q Would you call exceptional dispatch also a form of
drop shipping?

A With the noted differences that I've just talked
about .

Q Ckay. So the difference is that we're avoiding
some transportation cost which in the case of exceptional
dispatch we've not measured and -- but there is obviously
some small savings there.

A Since there are other issues regarding the
operational issues in this particular case, verification of
the mail and the timing of the delivery, I really can't
comment on that as to whether the cost savings are there or
not.

Q But the mechanical issues of how you verify what's
in that mail and what time it's entered and whether there's
personnel, all those things aside, you would agree that
there is some small savings to the Postal Service if the
mailer is actually transporting this wmail 20, 30, 40 miles?

A I have not been involved in the costing of mail as
such, so I really would not be able to comment on that.

Q So you wouldn't agree that there's a
transportation savings to the Postal Service?

A Like I said, not knowing enough about the process
itgelf, and I sort of caveated my response by saying it is

my understanding because I have to go to a lot of different
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folks to get information on this particular subject.
Q Ckay.

MS. RUSH: Okay, thank you, Mr. Taufique.

CHATIRMAN GLEIMAN: Is there any follow-up?

[No response.]

CHAIRMAN GLEIMAN: No follow-up. Questions from
the bench? Commissioner LeBlanc?

COMMISSIONER LeBLANC: Mr. Taffu --

THE WITNESS: Taufique.

COMMISSIONER LeRLANC: Taufique --

THE WITNESS: Right.

COMMISSIONER LeBLANC: I blew that one, didn't I?
Okay.

CHAIRMAN GLEIMAN: I guess you did.

THE WITNESS: I have heard worse though.

COMMISSIONER LeBLANC: With a name like LeBlanc, I
get it also, so don't worry.

In your rate design for periodicals, letter size
pieces without bar codes at a certain presort level pay the
same rates as flats without bar codes at the same presort
level.

On the other hand, letters with bar codes pay the
rate that is reduced not only by the avoidance for being
barcoded but also by the difference in cost between letters

and flats. That's as I am reading it.
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Can you discuss why it is fair to give barcoded
letters a discount for being a letter but not to give
non-barcoded letters a discount for being a letter?

THE WITNESS: When I started locking at the rate
designing issues for periodicals, that didn't occur to me,
but traditionally the zPostal Service has proposed the
rates --

COMMISSIONER LeBLANC: I'm sorry, I can't hear
you.

THE WITNESS: Traditionally the way the Postal
Service had proposed the rates and the Commission had
approved them, it seemed like on the non-barcoded,
nonautomation mail there was no distinction being made for
letters.

The second issues, as I looked at the whole
process, was that letters were a very small portion. Ninety
percent of the periodicals mail is flat, a small percent
could be classified as parcels, and I think about 9 percent
or so appears to be letters, so it is a small portion and
given all the information that I had, I think I go one step
further in terms of allowing the letter shaped mail to get
both the barccode discount and the shape discount --

COMMISSIONER LeBLANC: And that made up your
difference?

THE WITNESS: I did not have the volume
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information. As far as I know, there was no volume
information available to me to place the letters in the
nonautomation category separately, but I don't think anybody
else in the past had done it separately either.

COMMISSICNER LeBLANC: You proposed classroom
rates which would yield a cost coverage in the low 90
percent range.

THE WITNESS: I'm sorry, I did not propose the
classroom rates at all.

COMMISSIONER LeBLANC: You did not?

THE WITNESS: No. I worked with the regular rate
periodicals and within-county periodicals.

The witness after me, Mr. Kaneer, has worked with
the classroom rates.

COMMISSIONER LeBLANC: Well, I may have to ask
this in a form of POIR question, but we'll get it out.

THE WITNESS: He will be coming on the stand in a
few minutes in fact.

COMMISSIONER LeBLANC: That's okay. It may get a
little lengthy so we may leave it off. Thank you very much.

Thank you, Mr. Chairman.

CHAIRMAN GLEIMAN: Mr. Taufique, I have a couple
of questiomns.

In response to McGraw Hill number one --

THE WITNESS: Yes, sir?
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CHAIRMAN GLEIMAN: -- you indicated that the
Commission had made a small error in calculating the cost
coverage of editorial materials in the R94-1 docket.

Specifically you indicated that an error involved
double counting of the area in the area of science of
agriculture.

THE WITNESS: That is what I found from the
workpapers, and I made a similar error in the other
direction, actually. I left it out.

CHAIRMAN GLEIMAN: Well, for the benefit of the
Commission and the parties who might be interested, in order
that we not perpetuate our earlier error or perhaps make an
error as you did in the other direction, I am wondering if
you could submit a short note describing the exact nature of
the error, where it exists in the spreadsheet, and how one
might go about correcting it.

THE WITNESS: 1I'll try to do that.

CHAIRMAN GLEIMAN: That would be very helpful.

THE WITNESS: Okay.

CHAIRMAN GLEIMAN: Now according to the billing
determinants, it appears that the Postal Service has begun
collecting data for science of agriculture publications for
Zones 3 through 8.

These are the zones for which publications do not

receive a special rate and I am wondering if there is some

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202) 842-0034



10
11
12
13
14
15
16
A7
18
19
20
21
22
23
24

25

4962
specific reason that the Service has begun to collect that
data that you could apprise us of?

THE WITNESS: I am nct aware of the reasons as to
why science of agriculture data has been collected now.

CHAIRMAN GLEIMAN: I have two other questions.

You varied your pass-throughs rather dramatically,
ostensibly to ensure that the increases in the wvarious rate
cells didn't exceed 10 percent.

Is that because you got a guideline on the level
of rate increases?

THE WITNESS: It was an iterative process
basically. We came up with rates in the first pass-through,
went back and looked at -- talked to a bunch of people, and
I think the 10 percent guideline was sort of evolved through
the discussion process that we had in terms of going back
and forth on the rates and looking at the effect on
different cells, so it wasn't an iron-clad guide and I think
it sort of eveolved with my consent that with the smaller
rate increase that we were proposing in this particular
case, it would make sense to limit all the cells to some
degree of -- to have a rather tight band around the percent
increase that we are proposing for the overall class.

CHAIRMAN GLEIMAN: Okay. In response to Question
Number 6 of Presiding Officer's Information Request Number

3, you indicated, and I will give you a moment to get there,
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you indicated, and I quote, "The revenue loss attendant to
the removal of 1.2 cents from the advertising pound rate for
Zones 7 and 8 are not explicitly recovered in the proposed
rate design."

THE WITNESS: That's true.

CHAIRMAN GLEIMAN: Would you please turn to your
workpapers RR1 on page 1, and I am specifically interested
in line number 6.

THE WITNESS: RRI, you mean? Yes.

CHAIRMAN GLEIMAN: On line & there is a figure
entitled "Piece Target after Pounds.®

THE WITNESS: Yes, I see that.

CHAIRMAN GLEIMAN: This figure is a residual. It
appears that if the revenue received from pounds were to be
lowered for any reason, this figure would increase,

Would you explain whether this means in fact that
you recovered from the piece rates the revenue loss by
subtracting that 1.2 cents from your Zones 7 and 8 pound
rate, and if so, does this mean that perhaps the Presiding
OCfficer Information Request response should be revised?

THE WITNESS: Give me a moment to think about this
a little bit.

CHAIRMAN GLEIMAN: Certainly.

THE WITNESS: That appears to be the case and if

that is the case, I didn't think about it. There was no
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explicit leakage that I had noted in there. Thank you very
much.

CHATRMAN GLEIMAN: It's complicated, just as we
may have made an error somewhere in the double count on the
science of agriculture, I can certainly understand. So we
will look forward to the revised response from question
number three then.

THE WITNESS: Sure.

CHAIRMAN GLEIMAN: Is there any followup as a
consequence of gquestions from the Bench?

[No response.]

CHAIRMAN GLEIMAN: If not, that brings us to
redirect. Mr. Rubin, would you like some time with your
witness?

MR. RUBIN: Yes. Could we have five minutes?

CHATRMAN GLEIMAN: Correct.

[Recess.]

CHATIRMAN GLEIMAN: Mr. Rubin?

MR. RUBIN: The Postal Service has no redirect.

CHAIRMAN GLEIMAN: Since there is no redirect, I
want te thank you, Mr. Taufigque. We appreciate your
appearance here today and your contributions to our record
and if there is nothing further, you're excused.

THE WITNESS: Thank you.

[Witness excused.]
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CHAIRMAN GLEIMAN: Mr. Rubin, we had another
witness, Mr. Kaneer, for whom we had no cross-examination.
Mr. Alverno, is he your witness?
MR. ALVERNO: Yes.
CHAIRMAN GLEIMAN: How would you like to proceed?
Is he in the room?
MR. ALVERNO: He is right here.
CHAIRMAN GLEIMAN: If you will call him, we will
move along then.
MR. ALVERNO: The Postal Service calls Kirk
Kaneer.
Whereupon,
KIRK T. KANEER,
a witness, was called for examination by counsel for the
United States Postal Service and, having been first duly
sworn, was examined and testified as follows:
DIRECT EXAMINATION
BY MR. ALVERNO:
Q Please introduce yourself.
A My name is Kirk Kaneer. I am an economist with
the U.S5. Postal Service Pricing Office.
Q Earlier, I handed you two copies of a document
entitled Direct Testimony of Kirk Kaneer on Behalf of the
United States Postal Service marked as USPS-T-25. These

copies are with the reporter.
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Have you examined those copies?
A Yes, I have.
Q And was this testimony prepared by you or under

your direction?

A Yes, it was.
Q Do you have any changes or corrections to make?
A Yes, I do. I've filed a revised page 6. Lines 23

and 24 were inadvertently omitted in the Xerox copy and the
testimony that we are filing today includes that revised
page as well as revisions that were filed on August 14 and
October 15.
Q And if you were to testify orally today -- orally
today, would your testimony be the same?
A Certainly would.
MR. ALVERNQ: Mr. Presiding Officer, I ask that
the direct testimony of Kirk Kaneer on behalf cf the U.S.
Postal Service marked as USPS-T-35 be received as evidence
at this time?
CHAIRMAN GLEIMAN: Are there any objections?
[No response.]
CHAIRMAN GLEIMAN: Hearing none, Mr. Bernstein's
testimony and exhibits are received into evidence and I
direct that they be accepted into evidence. As is our
practice, they will not be transcribed into the record.

[Direct Testimony and Exhibits of
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Kirk T. Kaneer, Exhibit No.
USPS-T-35, was marked for
identification and received into
evidence.]

CHAIRMAN GLEIMAN: Mr. Kaneer, have you had an
opportunity to examine the packet of designated written
cross-examination that was made available earlier today?

THE WITNESS: Yes, I have.

CHAIRMAN GLEIMAN: If these questions were asked
of you today, would your answers be the same as those you
previously provided in writing?

THE WITNESS: Yes, I would.

CHAIRMAN GLEIMAN: Mr. Alverno --

MR. ALVERNQO: Two copies were given to the
reporter.

CHAIRMAN GLEIMAN: You've already provided two
copies to the reporter. Thank you for your assistance in
that regard.

COMMISSIONER LeBLANC: You misspoke. You said
Witness Bernstein rather than Witness Kaneer,

CHAIRMAN GLEIMAN: Excuse me.

I apparently misspoke. 1 apologize, Mr. Kaneer.

Two copies of the corrected designated written
cross-examination of Witness Kaneer, I will direct that they

be accepted into evidence and transcribed into the record at
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[Designation of Written
Cross-Examination of Xirk T. Kaneer
was received into evidence and

transcribed into the record.]
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 1997 Docket No. R97-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS KIRK T. KANEER
(USPS-T-35)

The parties listed below have designated answers to interrogatories directed to witness Kaneer
as written cross-examination,

Party Answer To Interrogatories
Office of the Consumer Advocate POIR: POIR No. 1, questions 3.

Respectfully submitted,

Ottt

\PAttack
cting Secretary
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER
TO PRESIDING OFFICER'S INFORMATION REQUEST NO.1

POIR No. 1 Question 3. The workpapers of witness Kaneer, USPS-T—235, are
designated by the letters A through O, with one or more page numbers under
each letter. Most of the papers were printed from Excel worksheets contained
on disks in Library Reference H-205. Workpaper B, pages 3-7 and Workpaper
C, pages 2-5, reference Library Reference PRR-2 in Docket No. MC86-2, but the
associated disk does not appear to contain those sheets. To insure that the
record is complete, please clarify the source and provide any associated disks
for Workpaper B, pages 3-7; Workpaper C, pages 2-5; Workpaper D, pages 1-2;
Workpaper F, page 1; Workpaper G, page 1; Workpaper [, page 1; Workpaper J,
page 1, Workpaper L, page 1, Workpaper N, page 1; and Workpaper O, page 1.

A

RESPONSE:

A. With respect to Workpaper B, pages 3-7, the data source is the file entitled
“Results”™ in Docket No. MC86-2, USPS LR-PRR-2 Disk 1. For example, in
the Disk 1 worksheet entitled “Barcoded”, cell L76 displays the value
87,850,516 pieces, which denotes barcoded five digit pieces in sacks or
trays. This figure is reported in USPS LR-H-205 in cell B of the file entitied
“Tablenp2”, worksheet “Survey Results”.

B. With respect to Workpaper C, pages 2-5, the data source is a Classroom Mail
Characteristics study draft report dated October 6, 1996. The study's
objective was to gather data on the current container and package makeup
for classroom mailings from a survey conducted from September 16 though
Octoper 13, 1995. Its sample design consisted of 205 post offices which had
reported classroom mail acceptance in postat quarter 1, FY85. The report
notes that Classroom transactions are very concentrated - 70.9 percent of the

revenues are recorded by only six offices. Though still in draft form, this
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER
TO PRESIDING OFFICER'S INFORMATION REQUEST NO.1

study is most likely to contain ;he best availabfe information on which to base
the proposed splitting of the 3/5-digit tier into separate 3-digit and 5-digit rate
categories. The Excel file containing Workpaper C, pages 2-5, was provided
in the Excel file contained in Library Reference H-205 in the file entitled

“Tablecl2” in the worksheet named “Classroom Data”.

of the values used as inputs for calculations used in the Excel programs for
Nonprofit and Classroom subclasses (Excel files *2C_NP_X3" and
“2C_CR_X2"). Using the initial diskette supplied in USPS LR-H--205:. Step 5
and 6 rates for subsequent workpapers (Wotkpaper F, page 1; Workpaper
G, page 1; Workpaper |, page 1, Workpaper J, page 1; Workpaper L, page 1;
Workpaper N, page 1; and Workpaper O, page 1} could be easily generated
by manually changing the cell corresponding to the value for the Cost
Coverage Step Factor from 6/6 to 5/6. Instru‘ctions to this effect were printed
prominently on the cover page to USPS LR-H-205. For simplicity, Nonprofit
and Classroom Excel workbooks with the Cost Coverage Step Factor set at
both Step 5 and Step 6 for both subclasses were filed on August 14, 1997 in
a revised diskette containing all underlying eléctronic spreadsheets for my
workpapers. The Excél worksheets for the requested material for Nonprofit
are contained in the Excel file entitied “2C_NP_X3", in the worksheets

entitled: “Rate Design Inputs (Step 5)", “Revenue Requirement (Step 5)",

4971

. With respect to Workpaper D, pages 1-2 of that workpaper are printed listings |
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TO PRESIDING OFFICER'S INFORMATION REQUEST NO.1 4972

“Pound Rates (Step 5)", “NP Reg. Rate Piece Rate (85)", “TYAR B.D. (85)",
and “Rate Dev. Bill. Det. (S5)". The Excel worksheets for the requested
materia! for Classroom are contained in the Excel file entitled “2C_CR_X2", in
the worksheets entitled: “Rate Design Inputs (Step 5)", “TYAR B.D. (Step 5)",

and “Rate Development (2)(S5).”
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CHAIRMAN GLEIMAN: We don't have any written
cross -- any oral cross-examination requests. Are there any
questions from the Bench?

No questions from the Bench.

That being the case, Mr. Kaneer, we appreciate
your short visit here today and your contributions to our
record and you are one of the lucky ones so, again, thank
you and you're excused.

THE WITNESS: I'm glad to assist in any way I can.

Thank you.

[Witness excused.]

CHAIRMAN GLEIMAN: Mr. Koetting?

MR. KOETTING: Thank you, Mr. Chairwan.

The Postal Service calls as its next witness Peter
Bernstein,.

Whereupon,

PETER D. BERNSTEIN,
a witness, was called for examination by counsel for the
United States Postal Service and, having been first duly
sworn, was examined and testified as follows:

DPIRECT EXAMINATION

BY MR. KOETTING:

Q Mr. Bernstein, would you please state your
complete name for the record?

A Peter Daniel Bernstein.
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0 Mr. Bernstein, I am handing you a copy of a
document labeled Direct Testimony of Peter RBernstein on
Behalf of the United States Postal Service which has been
designated as USPS-T-31.

Are you familiar with this document?

A I am.

Q Was it prepared by you or under your supervision?
A Yes, it was.

Q If you were to testify orally today, would this be

your testimony?
A Yes, it would be.

MR. KOETTING: Mr. Chairman, I will hand the
reporter two copies of the direct testimony of Peter
Bernstein, USPS-T-31, and move that that be accepted into
evidence.

CHAIRMAN GLEIMAN: Are there any objections?

[No response.]

CHAIRMAN GLEIMAN: Hearing none, Mr. Bernstein's
testimony and exhibits are received into evidence and I
would direct that they be accepted into evidence and, as is
our practice, they will not be transcribed into the record.

[Direct Testimony and Exhibits of
Peter Bernstein, Exhibit No.
USPS-T-31, was marked for

identification and received into
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evidence.]

CHAIRMAN GLEIMAN: Mr. Bernstein, have you had an
opportunity to examine the packet of designated written
cross-examination that was made available earlier today?

THE WITNESS: I have, yes.

CHAIRMAN GLEIMAN: If these questions were asked
of you today, would your answers be the same as those you
previously provided in writing?

THE WITNESS: Yes, they would be.

MR. KOETTING: Mr. Chairman, I wcould like to note
that we did find one interrogatory response that was listed
on the front as designated that had been omitted and we did
insert that into the packet.

CHAIRMAN GLEIMAN: Do you have two corrected
copiles?

MR. KOETTING: We have the corrected copies.

We also realphabetized, some of them were out of
alphabetical order. We thought the transcript would read
better if they were all alphabetized so we have the two
corrected copies.

CHAIRMAN GLEIMAN: The question then occurs as to
which way you alphabetized them, by the party who asked them
to go in or the party that asked the interrogatory.

MR. KOETTING: The party who asked the

interrogatory is how it seemed. There was one that was out
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of order by either, either method.

CHAIRMAN GLEIMAN: Okay, thank you. If you would
please provide the corrected copies to the reporter, I will
direct that the written -- designated written
cross-examination of Witness Bernstein be accepted into
evidence and transcribed into the record at this point.

[Designation of Written
Cross-Examination of Peter
Bernstein was received into
evidence and transcribed into the

record.]
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 1997 Docket No. R97-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS PETER BERNSTEIN
(USPS-T-31)

The parties listed below have designated answers to interrogatories directzd to witness
Bermnstein as wnitten cross-examination.

Party Answer To Interrogatories
ADVO, Inc. ADVONUSPS: Interrogatories T31-1-2.

DMA\USPS:  Interrogatories T31-2.
NAA\USPS:  Interrogatory T31-2, 9, 14, 16, 19.
OCA\USPS:  Interrogatories T31-2-5, 11-12.

POIR: POIR #1, Question 4.
POIR: POIR #3, Question [-3.
American Business Press ABP\USPS:  Interrogatorizs T31-1-6.
F
Direct Marketing Association, Inc. DMAWUSPS:  Interrogatories T31-1-2.

AAPS\USPS: Interrogatory T31-1.

ABPVUSPS:  Interrogatories T31-2 and 4.

ADVO\USPS: Interrogatories T31-1- 2.

APWU\USPS: Interrogatory T31-1.

NAA\USPS:  Interrogatories T31-2-3, 6, 13-16,
20.

OCA\USPS:  Interrogatories T31-1-5, 7, 9-12.

UPS\USPS: Interrogatories T31-1-2.

POIR: Response of USPS POIR No. 1,
Aug. 18, 1997, Item 4.

Mail Order of Association of America ADVOWUSPS: Interrogatories T31-1.
DMA\USPS:  Interrogatories T31-1-2.
NAAVUSPS:  Interrogatories T31-1-21.
OCA\USPS:  Interrogatories T31-1-13.

Newspaper Association of America NAA\USPS:  Interrogatories T31-2-10, 13-17,
21.



4978

OCA\USPS:  Interrogatories T31-4-5, 10.
POIR: POIR No. 1 question 4.

Office of the Consumer Advocate OCANUSPS:  Interrogatories T31-1-13.
AAPS\USPS: Interrogatory T31-1.
ABPAUSPS:  Interrogatories T31-1-6.
APWUNUSPS: Interrogatory T31-1.
NAA\USPS:  Interrogatories T31-1-21.

POIR: POIR No. 1, question 4.
POIR: POIR No. 3, questions 1-3.
United Parcel Service UPS\USPS: Interrogatories T31-1-2.

ABP\USPS: Interrogatories T31-1-2, 4-5.

NAAVUSPS:  Interrogatories T31-1-4, 6-16, 20-
21,

OCAWSPS:  Interrogatories T31-1-5, 7-10, and
13

Respectfully submitted,

Hy Sy
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RESPONSE OF POSTAL SERVICE WITNESS BERNSTEIN
TO INTERROGATORIES OF ADVO

ADVO/USPS-31-1. USPS Witness Thress has estimated a cross-volume elasticity of
0.04 for First-Class nonworkshare mail with respect to the Enhanced Carrier Route

(ECR) mail.

a.

RESPONSE:

Has this cross-volume elasticity been included into your Ramsey price
calculation for ECR mail? If not please explain fully.

Please confirm that the positive cross-volume effect estimated by Witness
Thress can be considered a negative cross-price effect between these

two types of mail (a lower response of First-Class Mail to a higher rate for
advertising-related ECR mail). If you cannot confirm, please explain fully.

Please confirm that the negative cross-price elasticity of First-Class Mail
with respect to ECR mail ¢can be derived through the chain rule of calculus
as the positive elasticity of the cross-volume effect multiplied by the
negative own-price elasticity with respect to Enhanced Carrier Route mail.
If you cannot confirm, please explain fully.

Do you agree that incorporating this negative cross-price effect in your
analysis lowers the Ramsey price of ECR mail? Please explain.

\j’
a. 7 Cross-volume effects between the volume of Standard A ECR mai! or Standard

A Regular mail and the volume of First-Class nonworkshared mail were not included in

my Ramsey price caiculations. Although the positive cross-volume effect can be

mathematically converted into a negative cross-price effect, the cross-volume effect

does not conform to the usual features of a cross-price elasticity. Please see the

response by witness Thress to NAA/USPS-T6-4 for a discussion of the difference

between a cross-volume elasticity and a true cross-price elasticity.

However, in retrospect, it appears that the cross-volume elasticity should have

been included in my volume forecasts. Since total Standard A mail under Ramsey

rates is greater than total Standard A mail volume under the non-Ramsey rates,
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RESPONSE OF POSTAL SERVICE WITNESS BERNSTEIN
TO INTERROGATORIES OF ADVO

inclusion of the cross-volume effect would have caused an increase in First-Class letter
volume under Ramsey pricing. This increase in letter volume would have produced
additional net revenues, meaning that the Ramsey prices of all mail products could
have been reduced somewhat from the levels presented in my testimony. All the same,

the effect is not large given the small value of the cross-volume elasticity.
b. Please see the response to NAA/USPS-T6-4.
c. Please see the response to NAA/USPS-T64.

d. I can confirm that under Ramsey pricing, a negative cross-price elasticity causes
the Ramsey price of a product to be lower. The lower Ramsey price resuits because
price increases produce more leakage when a negative cross-elasticity exists. The rise
in ggrice causes a decline in the volume of the product experiencing the own-price
increase and also a decline in the volume of the product that has a negative cross-price
elasticity.

As | stated in sub-part (a) of this response, | chose not to include the cross-
volume effect in my Ramsey price calculations because | do not view it as a cross-price
elasticity in the traditiona! sense. Moreover, even if one were 1o convert the cross-
volume effect to a cross-price elasticity and include it in the Ramsey price calculations,

the likely effect on the Ramsey prices would be small owing to the small value of the

implied cross-price elasticity.
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RESPONSE OF POSTAL SERVICE WITNESS BERNSTEIN
TO INTERROGATORIES OF ADVO

ADVO/USPS-31-2. Piease refer to your discussion of the Ramsey workshare discount
on pages 87-89 of your testimony. You refer to the difference between the Ramsey
single-piece and workshare rates as a “discount” and when, that rate difference is
greater than the USPS avoided cost difference, you describe it as causing a productive
inefficiency. ,

Assume a class of mail that offers an optional discount for presortation. In that
class there are two general types of mailers. Type A mailers are significantly more
price sensitive than Type B mailers. Many A mailers have a user cost of sortation that
is lower than the USPS presort discount and therefore presort and take advantage of
the USPS presort discount, although a significant number of A mailers do not presort.
All B mailers have a higher user cost for sortation and do not presort. Further assume
that the USPS discount is the same for both mail types and is based on an accurate
estimate of avoided cost, and that the price elasticities of type A and type B mailers are
accurately estimated.

a. Do you agree that the different demand elasticities and user costs for type
A and type B mailers will result in different Ramsey prices for these mail
types? If not, explain why not.

b. Do you agree that separate type A and type B Ramsey prices would result
in an increase in allocative efficiency? If not, explain why not.

c. Do you agree that if separate type A and type B Ramsey prices were
¥ developed, the same presort discount (equal to the USPS avoided cost)
could be applied to both prices? If not, explain why not.

d. If the presort discounts are based on USPS avoided costs for both the
type A and type B mail, would rates as described in (c) above generate
any productive inefficiency? Please explain your response.

RESPONSE:

While | will try to be responsive, | find this question somewhat confusing. There
appear to be two separate issues addressed in this interrogatory. The first issue
regards the optimal prices to be charged for Type A and Type B mailers. However, the
Postal Service does not set rates for mailers, it sets rates for mail. Therefore, my

responses to this interrogatory depends on whether the Postal Service can distinguish
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between Type A and Type B mailers based on the type of mail that they send. The
second issue regards the optimal presort discounts for Type A and Type B mailers (or
mail?). As explained in my testimony, the optimal workshare discount depends on the
cost difference between workshared and nonworkshared mall, but also on the presence
of any demand elasticity differences between workshared and nonworkshared mail.
Therefore, the optimal presort discount for Type A mail depends in part on whether
within Type A mail there exists a different price elasticity for presorted and nonpresored
mail, but not on whether there exist differences in the demand elasticities of Type A and
Type B mailers.

Furthermore, the interrogatory states, “afl B mailers have a higher user cost for
sortation and do not presort.” [f this is the case, | do not understand the attention sub-
parts (c) and (d) pay to the presort discount for Type B mailers since by construction,
your interrogatory presumes that no Type B mailers presornt. Perhaps the quoted
sfatement means that no Type B mailers can send Type A mail (which may be
presorted), but there again the confusion between mailers and mail complicates the

answer.

a. For simplicity, let us assume that, in the absence of presortation, the Postal
Servite per-piece costs for mail sent by type A and type B mailers are identical. In that
case, the Ramsey prices for type A and type B mailers would be different, with the less
price-elastic type B mailers facing a higher Ramsey price. However, this answer
requires that it is possible for the Postal Service to distinguish between type A and type
B mailers and to charge type A and type B mailers different prices. Otherwise, type B

mailers would send mail at the lower type A mail price. For example, it may be that
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within First-Ciass single-piece mail there are mailers with different own-price elasticities.
However, | see no way in which the Postal Service could charge less price-elastic
single-piece mailers a higher price than the price charged to more price-glastic single-
piece mailers. Instead, a Ramsey price can be determined for all single-piece mail
based on the price elasticity of demand of all single-piece mail, which is an aggregate
of the (probably) different price elasticities of the individual mailers who comprise
single-piece mail. ‘

Consider now the role that presortation plays in price sefting. In your
hypothetical, some A mailers may presort but no B mailers presort. Therefore, it can be
presumed that the Postal Service’s per piece costs for mail sent by A mailers is less
than the cost of mail sent by B mailers, since some A mail is presorted. The lower
average cost for Type A mail would, along with the greater own-price elasticity of Type
A mailers, lead to a lower price for Type A mail than for Type B mail.
¥
b. Assume that it is possible to charge different mailers different prices. The
Ramsey prices based on different own-price elasticities discussed in sub-part (a) would
yield an increase in aliocative efficiency as compared to the case where all mailers are
charged the same rate. However, if there is no way for the Postal Service to distinguish
between Type A and Type B mailers so as prevent less price-elastic type B mailers
from sending mail at the lower price set for more price-elastic type A mailers, then

separate prices could result in an decrease in allocative efficiency.

c. Again, assume that it is possible to charge type A and type B mailers separate

prices. If this is the case, then it is certainly possible to establish the same presort
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discount for these two types of mailers. Whether it is optimal to do se would depend, in
part, on whether within the class of type A or type B mailers there exist important

differences in demand elasticities for presorted and nonpresorted mail.

d. If presort discounts are set at the Postal Service’s cost savings from mailer
presorting, then no productive inefficiency will occur. As noted in sub-part (c), this level
of presort discount could yield an allocative inefficiency if the demand elasticities for
presorted and nonpresorted mail were different. Moreover, as | stated in the preambie
to this response, | am confused by the attention in sub-parts (c) and (d) to the presort
discount for type B mailers since in your interrogatory you state, “all B mailers have a

higher user cost for sortation and do not presort.”
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AAPS/USPS-T31-1. In response to NAA/USPS-T31-15, you state that a “two-part tariff”
does not “appear ... practical” for the Postal Service. Is Ramsey pricing “practical” for
the Postal Service? Please explain. .

RESPONSE:

Yes, I believe that Ramsey pricing is practical for the Postal Service. In
response to NAA/USPS-T31-15, | stated that the two-part tariff discussed in that

interrogatory was impractical because of the various administrative complications that
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would arise. | do not envision any administrative problems arising from Ramsey pricing.

The basic pricing concept would remain as it is now, with product prices marked-up
above volume variable costs per piece in a way that satisfies the break-even
requirement. Moreover, | do not believe that one has to adopt the exact Ramsey prices

presented in my testimony in order to realize some or most of the benefits from efficient

Aricing.
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ABP/USPS-T31-1. You state at page 2 that your purpose is to present prices that
achieve the dual goals of satisfying the break even requirement and minimizing the
“burden on mailers” based on Ramsey pricing.

a. That is a description of your testimony. What is your understanding of the
“purpose” of your testimony as part of the overall Postal Service
presentation in this case? In other words, in your view, how does this
testimony support the rate increase request filed?

b. What were your instructions from the Postal Service prior to the
preparation of this testimony?

RESPONSE:

a. My understanding of the purpose of my testimony as part of the overall case is to
provide the Postal Service and the Postal Rate Commission with an understanding of
economic efficiency as it relates to postal rate making, present postal rates for the 1998
Test Year based on the principle of economic efficiency, and give all interested parties
,a methodology for evaluating the costs -- in terms of lost economic efficiency -- of other
’ considerations that they may use to propose and establish postal rates.
| do not know how my testimony supports the specific rate changes proposed by
the Postal Service. For a discussion of the use of Ramsey price principles in postal rate

making, please see the testimony of Donald J. O'Hara (USPS-T-30).

b. | was instructed by the Postal Service to present theoretical, intuitive, and

empirical Ramsey price analysis of postal rates for the 1998 Test Year.
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ABP/USPS-T31-2. You show that at page 4 that if Ramsey pricing were implemented,
the average postage for periodicals would increase from 22.56 cents to 47.24 cents, or

by 109%.

a. Confirm that but for the fact that rates for preferred subclasses of
periodicals are tied to the regular rates, this increase would have been
greater. By how much?

b. Given the increase for periodicals under Ramsey pricing, please explain
how its implementation would minimize the burden on periodical mailers.

c. If your answer is that the burden on periodicals mailers would not be
minimized, explain on what mailers the burden would be minimized.

RESPONSE:

A discussion of the pricing of Regular Periodicals is presented in my testimony at

page 62, lines 7 through 18 and repeated here for convenience.

2 2y

Periodicals Regular mail is not completely inelastic, but its own-price elasticity of
only -0.143 suggests that large amounts of net revenue could be raised from this
product with very little social loss. However, the mark-up of the three preferred
subclasses of Periodicals mail is tied to the mark-up of Regular Mail. Therefore,
while there would be little social loss in Regular mail from a large increase in
Regular mail price, there would be a potentially large social loss from the
corresponding higher prices for the three preferred subciasses of Periodicals
mail. Therefore, the price of Periodicals Regular mail is constrained below its
“true” Ramsey price. Since Periodicals mail is less elastic than First-Class
letters, it should have a higher mark-up. To maintain the relative mark-ups cailed
for by Ramsey pricing, Periodicals Regular mail is assigned a mark-up of 113.62
percent, or 1.1 times the 103.29 percent Ramsey mark-up for First-Class letters.

Thus, there were two considerations invoived in the pricing of Reguiar

Periodicals: i) the link between the mark-ups of the Regular and Preferred subclasses

as noted in this interrogatory and ii) the decision to constrain the Ramsey mark-up of

Regular Periodicals to be ten percent greater than the First-Class letter mark-up to

reflect the fact that Regular Periodicals is less price elastic than First-Class lefters.
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As expiained in my response to NAA/USPS-T31-1(d), I did not calculate Ramsey

prices independent of the constraints on the mark-ups of the preferred subclasses.

b and c. Ramsey pricing does not minimize the burden on users of any particular
mail product, which would be achieved by setting the price of that product equal to its
marginal cost. Instead, Ramsey pricing yields mark-ups above marginal cost on all

products {(imposing some burden on users of all products) in a way that minimizes the

total burden across all users.

2y S
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ABP/USPS-T31-3. Do you agree that if Ramsey pricing were to be implemented as you
propose it, there would be fewer periodicals mailed than there would be if the rates
proposed by the Postal Service were implemented? How many fewer?

RESPONSE:

As the accompanying table shows, under the Ramsey prices proposed in my
testimony, total volume of the Periodicals class is forecasted to be 9,479.917 million
pieces, or 778.056 million ﬁieces less than the forecasted total volume under rates
proposed by the Postal Service.

TABLE A
Forecasted Test Year Volumes of Periodicals Mail
(in millions of pieces)

Subclass Test Year Volume Test Year Volume Volume Effect of
{(Ramsey Rates) (USPS Proposed Rates) | Ramsey Pricing
In-county 745225 801.870 -156.645
Nonprofit 2,011.876 2.161.077 -149.201
Classroom 26.825 47.452 -20.627
Regular 6,695.991 7,147.574 -451.583

Total 9.479.917 10,257.973 -778.056
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ABP/USPS-T31-4. Do you agree that if Ramsey pricing were to be implemented as you
propose it, there would be more advertising mail than there wouid be if the rates
proposed by the Postal Service were implemented? How much more?

RESPONSE:

The definition of advertising mail is less clear than the definition of Periodicais
mail referred to in the previous interrogatory, ABP/USPS-T31-3. While most advertising
mail is sent as Standard A, some First-Class mail is advertising and obviously catalogs
sent as Standard B mail could be considered advertising. Table B compares the Test
Year volumes of Standard A mail (excluding single-piece mail) under Rarﬁsey pricing
and under the rates proposed by the Postal Service. As Table B shows, the volume of
advertising mail so defined is forecasted to be 8,355.697 million pieces more under
Ramsey pricing than under the rates proposed by the Postal Service.

TABLE B
Forecasted Test Year Volumes of Standard A Bulk Mail
{in millions of pieces)

4y

Subclass Test Year Volume Test Year Volume Volume Effect of
(Ramsey Rates) | (USPS Proposed Rates) | Ramsey Pricing
Regular 32,477.211 37.627.555 -5,150.344
ECR 42,218.488 28,686.181 +13,5632.307
Nonprofit 8,827.207 10,550.968 -723.761
Nonprofit ECR 3,268.778 2,571.283 +6987.495
Total 87,791.684 79,435.987 +8,355.697
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ABP/USPS-T31-5. You state at page 62 that "large amounts” of additional revenue
could be raised from periodical mailers with “very little social loss.” Please define
“social loss™ as you have used the term and describe the small amount of social loss
that would be in your opinion be experienced.

RESPONSE:
The social loss as it relates to my testimony is defined as the sum of the change
in consumer surplus and the change in Postal Service net revenues. This sum is |
negative because raising net revenues requires pricing above marginal cost and prices
above marginal cost lead to a decline in consumption. The social loss is related to this
" decline in consumption since units not consumed provide no benefit to mailers or the
Postal Service. Any postal rate schedule that satisfies the break-even requirement will
result in a social loss. Ramsey pricing minimizes this social loss and therefore
minimizes the loss of mailer consumer surplus since Postal Service net revenues are
the same under any pricing schedule.

7 In the case of Regular Periodicals mail, the social loss is smali because an
increase in price causes only a relatively small decline in volume. Table C shows the
reduction in consumer surpius, the increase in Postal Service net revenues, and the

social loss (equal to the sum of the loss of consumer surplus and gain in net revenues)

from Regular Periodicals mail.

TABLE C
Subclass Loss of Consumer Increase in Net Difference
Surplus Under Revenues under {Social Loss
Ramsey Pricing Ramsey Pricing due to decline in
from Table 13 from Table 11 consumption)
(USPS-T-31) (USPS-T-31)
Regular Periodicals -$1,396.2 million $1,342.4 million -$53.8 million
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Table C shows that Ramsey pricing of Regular Periodicals mait raises $1,342.4 million

of net revenue while causing a social loss of only $53.8 million.

Tty
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ABP/USPS-T31-6. Your colleague, Professor Tolley, describes the trend toward growth
in specialty magazines. Assume that there would be fewer such magazines if periodical
postage rates doubled. Would this factor enter into your calculation of social loss?
Explain.

RESPONSE:

| did not distinguish between specialty and non-specialty magazines in my
calculations of change in consumer surplus or change in Postal Service net revenues.
Any decline in volume of specialty magazines that would result from Ramsey pricing is
included in the estimated change in Regutar Periodicals consumer surplus, net

revenues, and social loss.
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APWU/USPS-T31-1. On page 81, line 21 ff., you state:

“. .. the type of mail that is most likely to shift from single-piece fo workshare
mail is probably relatively low cost single-piece mail. As a resuit, when the
workshare discount is increased, the mail that shifts from single-piece to
workshare probably has a cost that is less than the average cost of all single-
piece mail, a consideration that is relevant to both Ramsey Pricing and Efficient
Component Pricing.”

On page 85, lines 1 -3, you state:

“A key assumption of the price calculation is that when a piece of mail shifts from
single-piece to workshare, the postal marginal cost of that mail falls from the
single-piece marginal cost of $0.2324 to the workshare marginal cost of $0.0991,
thereby saving the Postal Service saves [sic] $0.1333 per piece.”

a. Piease confirm that the marginal cost figure you used on page 85 for mail
shifting from single-piece to workshare mail is the marginal cost of single-piece
mail, and not the lower marginal cost that you said on page 81 should be used
for mail shifting from single-piece to workshare.

b. Piease explain why the marginal cost figure you used on page 85 for the mail
shifting from single-piece to workshare mail is the marginal cost of single-piece
mail, and not the lower marginal cost you said on page 81 should be used for
mail shifting from single-piece to workshare.

s
Sy Sy

RESPONSE:

aandb. The two quotes referred to in your interrogatory come from different
sections of my testimony. The first quote is contained in a discussion of some of the
conceptual issues that are part of the pricing of single-piece and workshared letters.
One of those conceptual issues relates to the theory of Efficient Component Pricing
which states that the workshare discount should be set equal to the Posta! Service cost
savings that result from mailer worksharing. Postal Service cost savings can be
approximated by the difference between the Postal Service cost of single-piece and

workshare mail. At page 81 of my testimony, | point out that the difference between the
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Postal Service costs of single-piece and workshare mail may not reflect the Postal
Service's cost savings from mailer worksharing. The mail that shifts from single-piece
to workshare (in response to an increase in the workshare discount) is single-piece mail
that has a relatively low mailer cost for worksharing. It may be the case that the very
characteristics of a piece of mail that make it relatively less costly for the mailer to
prepare might also make that mail less costly for the Postal Service. Therefore, the
difference between the Postal Service cost of single-piece and workshare letters may
not exactly equal the Postal Service cost savings that resuit when mail shifts from
single-piece to workshare.

The second quote is contained in a section that makes illustrative empirical
calculations of single-piece and workshare letter prices. Part of the purpose of this
exercise is to determine the inter-relation between the principles of Efficient Component
Pricing and Ramsey Pricing. The marginal costs of single-piece and workshare letters
gre necessary inputs for the price and discount calculations. While it may be the case
;hat there are in fact differences in the postal marginal costs of different types of single-
piece (and, for that matter, workshare) mail, | have no information regarding what might
be the marginal cost of single-piece mail that shifts to workshare mail. Instead, | make
the assumption that all single-piece has the same postal marginal cost and that all
workshare mail has the same (lower) postal marginal cost. This assumption allows me

to calculate separate Ramsey prices for single-piece and workshare letters.
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DMA/USPS-T31-1. Please refer to Table 11 on page 55 of your direct testimony,
Exhibit USPS-30B, and Exhibit USPS-30G.

a.

RESPONSE:

a through d.

Please confirm that if the Postal Service used the R97-1 After-Rates
Ramsey Prices shown in Table 11 of your testimony, then: (1) the mark-
up on Standard A Commercial mail (excluding Single-Piece mail) would
be 56.6 percent. (2) the volume of Standard A Commercia! mail (excluding
Single-Piece mail) would be 74.7 billion, (3) the cost of Standard A
Commercial mail (excluding Single-Piece mail) would be $7.052 billion,
and (4) the revenue from of Standard A Commercial mail (excluding
Single-Piece mail) would be $11.749 billion.

Please confirm the following Test Year After Rates statistics under the
USPS-proposed rates: (1) USPS-proposed markup on Standard A
Commercial mail is 74.1 percent, (2) Standard A Commercial mail volume
is 66.3 billion pieces, (3) Standard A Commercial cost is $7.078 billion,
and (4) Standard A Commercial revenue is $12.326 billion.

Please confirm that, under R97-1 After-Rates Ramsey Prices, Standard A
Commercial Test Year After Rates Volume would be approximately eight
billion pieces higher than under the USPS-proposed rates.

Please confirm that, under R97-1 After-Rates Ramsey Prices, Standard A

Commercial Test Year After Rates revenue would be approximately $400
million lower than under the USPS-proposed rates.

Confirmed.
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DMA/USPS-T31-2. Please refer to Table 13 on page 70 of your testimony.

a. Please confirm that moving from Non-Ramsey to Ramsey prices
increases consumer surplus by $1.023 billion.

b. Please confirm that moving from Non-Ramsey prices to Ramsey prices for
the Standard A Commercial subclasses (excluding the Single- Plece
subclass) increases consumer surplus by $752 million.

c. Are the Non-Ramsey prices shown in Table 13 based upon the R§7-1
USPS-proposed rates or are they R87-1 After-Rates Prices based on the
R94-1 Mark-Up Index?

d. If the Non-Ramsey prices shown in Table 13 are not developed from
R97-1 USPS-proposed rates, please provide a revision of Table 13 which
uses R97-1 USPS-proposed rates to develop the figures in the “Non-
Ramsey Prices” column.

F

RESPONSE:

a. Confirmed.

b. Confirmed.

c. The Non-Ramsey prices presented in Table 13 are R97-1 After-Rates prices

based on the R94-1 Mark-Up Index.

d. Table 13 provides the estimated change in Test Year consumer surplus resulting
from a move from the Non-Ramsey rates to Ramsey rates. A calculation of the change
in consumer surplus resulting from a move from USPS-proposed rates to Ramsey rates
is complicated by the fact that the USPS rate proposal included a number of initiatives

that were not considered in the calculation of the Ramsey or Non-Ramsey rates
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presented in Table 13. For example, the USPS proposal eliminates the Standard A
single-piece mail subciass and projects that the before-rates volume of this subclass
would be entered into other mail remaining mail subclasses. No calculation of the effect
of this proposal on consumer surplus is made. Furthermore, the USPS proposal
includes various features which affect total revenues, tota! costs, and net revenues that
were not considered in my testimony. In addition, the Postal Service proposal results in
total revenues that were somewhat greater than total costs, whereas the Ramsey prices
were constrained to yield total revenues exactly equal to total costs. Overall, then, the
total contribution from the 22 mail products considered in my testimony is $266.8 million
less than the contribution cbtained under USPS-proposed rates. The total gain to
society from a move to Ramsey pricing from the USPS-proposed rates, therefore, is
equal to the gain in consumer surplus less $266.8 million, as shown in Table 13-A
accompanying this response.

As Table 13-A shows, the estimated tota! gain from Ramsey pricing as opposed

4
to the USPS proposal is equal to $388.8 million.
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TABLE 13-A
Change in Consumer Surplus from Ramsey Pricing
Mail Product USPS-Proposed Ramsey Price Change in
Price Consumer Surplus
($ millions)
First-Class Letters $0.3518 $0.3551 -319.5
First-Class Cards $0.1972 $0.1420 +337.4
Priority Mail $3.7770 $2.4124 +1,771.8
Express Mail $13.4120 $11.2047 +135.5
Periodicals In-County $0.0928 $0.1416 -40.2
Periodicals Nonprofit $0.1585 $0.2408 -171.8
Periodicals Classroom $0.2168 $0.4229 7.7
Periodicals Regular $0.2363 $0.4724 -1,634.5
Standard Single Piece N.A. $1.6402 N.A.
Standard Regular $0.2132 $0.2575 -1,852.3
Standard ECR $0.1500 $0.0802 +2,475.5
_Standard Nonprofit $0.1281 $0.1488 -221.5
' Standard NP ECR $0.0783 $0.0554 +67.0
Parcel Post $3.3364 $4.1123 -157.8
Bound Printed Matter $0.9128 $0.8435 +39.7
Special Rate $1.7572 $1.7775 4.1
Library Rate $1.8248% $2.0383 -6.0
Registry $6.5808 $8.3269 +3.7
Insurance $2.4331 $2.9067 -14.4
{ Certified $1.4893 $1.7266 -69.8
coD $4.6381 $9.3372 -17.5
Money Orders $1.0136 3$0.8368 +42.0
Total Change in Consumer Surplus +655.6
Difference in Ramsey and USPS Net Revenues -266.8
Total Gain from Ramsey Pricing +388.8
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NAA/USPS-T31-1. Please refer to the “purpose” of your testimony presented at page
2.

a. Please confirm that you define the following two purposes of your
testimony: '

1. Present prices for subclasses and special services that satisfy the
Postal Service 1998 revenue requirement and “minimize the
burden on mailers resulting from the break-even requirement
based on the Ramsey pricing formula,” and,

2. Provide a guideline for postal pricing based on economic
efficiency, allowing the Postal Service and regulators to measure
the cost of using non-economic rate design criteria in terms of
lost economic efficiency.

If you cannot confirm, please explain how either or both of these
purposes is incorrect of incomplete.

b. In your view, are the statutory restrictions on institutional cost recovery
from the preferred subclasses included in the “other considerations
beyond economic efficiency” references at lines 13 to 147 Please fully
explain any negative response.

c. Do the statutory restrictions on institutional cost recovery from the
¥ preferred subclasses reduce economic efficiency? Please explain why
or why not,
d. If your response to part (c) is affirmative, did you compute the reduction

in economic efficiency that results from the statutory restrictions on
institutional cost recovery from the preferred subclasses? If so, please
provide an estimate of the reduction in consumer surplus from these
restrictions. [f not, please explain why not.
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RESPONSE:
a. Confirmed.
b. The statutory restrictions on institutional cost recovery could be included in the

“other considerations beyond economic efficiency.” However, the Ramsey prices
presented in my testimony were consistent with the requirements of the Revenue
Forgone Reform Act (RFRA) and, as such, the economic cost of these statutory

restrictions was not analyzed in my testimony.

c. The statutory restrictions on institutional cost recovery from the préferred
subclasses reduce economic efficiency to the extent that the prices of the preferred
subclasses based on the constraints of the RFRA are different from the Ramsey

prices for the preferred subclasses (based on their price elasticities of demand).

d. 1 did not have occasion to calculate Ramsey prices for the preferred
subclasses independent of the constraints of the RFRA. The constraints of the RFRA
are congressionally mandated and are not subject to the discretion of the Postal
Service or the Postal Rate Commission. Therefore, these constraints were included
in the calculation of the Ramsey prices presented in my testimony so as to provide
both the Postal Service and the Postal Rate Commission with a rate schedule that
was consistent with the break-even requirement and with the RFRA.

| did not estimate the reduction in consumer surplus resulting from the

restrictions on the institutional cost recovery from the preferred subclasses.
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NAA/USPS-T31-2. Please refer to the discussion in Chapter 1 of your testimony

regarding the burdens on consumers of products A and B. Please confirm that in
your calculation of burdens, you do not consider the benefits that consumers may
receive from purchasing substitute products offered by other firms. If you cannot
confirm, please explain. ’

Not confirmed. The demand curves for products A and B show the quantity
demanded at different prices, holding all other factors constant. included in these
other factors are, among other things, the prices and consumer benefits of substitute
and complement products. Therefore, the existence of substitutes, and the benefits
that consumers may receive from purchasing substitutes, is imbedded in the demand
curve for a product.

In terms of my analysis, suppose product A has a substitute product C. The
loss of consumer surplus from an increase in the price of product A consists of two
areas. One area is the additional expenditures that consumers make to purchase
goods at the higher price. The fact that some consumers continue to buy product A
after its price is raised means that product C is not a perfect substitute for product A.
For those consumers who continue to buy product A, the higher price imposes a loss
of consumer surplus equal to the price increase multiplied by the number of units
consumed at the higher price, as measured by the demand curve.

The second area of the loss of consumer surplus is the lost net value of those
units not consumed due to the higher price. With respect to this second area,
suppose there is a consumer who is virtually indifferent to consuming product A at a
price of $10 or consuming product C. By this | mean that the consumer is willing to
pay $10 for product A, but if the price were raised to $10.01, the consumer would
purchase product C instead. [f the price of product A were increased to $10.01, the

loss of consumer surplus by this consumer would be virtually zero. The loss is equal
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to the difference between what the consumer was willing to pay (something between
$10.00 and $10.01) and the price actually paid ($10.00). The point is, to the extent
that a substitute product exists, some consumers may be able to easily switch from
consuming product A to consuming product C if there were an increase in the price of
product A. This easy substitution of product C for product A is part of the demand
curve for product A, which shows that even a very small increase in the price of A
(from, say, $10.00 to $10.01) leads to a decline in consumption of product A,

Thus, the hypothetical increase in the price of product A from $10.00 to $10.01
imposes a one cent per unit loss of consumer surplus by those consumers who
continue to purchase product A and virtually no loss of consumer surplus from
consumers who no longer purchase product A. The above analysis, with explicit
consideration of the availability of a substitute product C, is in no way different from

that presented in my testimony.
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NAA/USPS-T31-3. Please refer to your direct testimony at page 8, lines 16-17.
Please provide specific definitions for each of the following terms used here:
“marginal cost,” “per piece volume variable cost” and “essentially equal.”

RESPONSE:

Marginal cost and volume variable cost are defined at page 17, lines 15-17 to
page 18, lines 1-4: “The marginal cost of a product is defined as the change in
product cost associated with a one unit increase in product volume. With respect to
the Postal Service, the marginal cost of a product is derived from knowledge of the
product’s volume variable costs. By the methodology of Postal Service costing,
product volume variable cost is equal to product marginal cost multiplied by product
volume. Therefore, marginal cost is equal to volume variable cost per piece,
obtained by dividing product volume variable costs by product volume.”

“Essentially equal” means that any difference that might exist between the
technical definition of marginal cost and the Postal Service measure of volume

vhriable cost per piece has no discernible effect on the calculation of Ramsey prices.
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NAA/USPS-T31-4. Please refer to page 18, lines 34, where you state: "marginal
cost is equal to volume variable cost per piece.” Please also refer to page 38, lines
6-7, where you state: “The Postal Service costing methodology provides a cost
estimate that is similar to marginal cost, known as volume variable cost.” Have you
performed any independent (that is, your own) analysis of Postal Service costing
methodologies to satisfy yourself that volume variable costs are in fact equal to
marginal costs, or to what extent they may differ? If so, please provide
documentation of this analysis. '

RESPONSE:

I have not independently analyzed the Postal Service costing methodologies.
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NAA/USPS-T31-5. Was Library Reference H-164 prepared by you or under your
direction?

RESPONSE:

Yes.
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NAA/USPS-T31-6. Please refer to page 39, lines 1-8. You increase the price of
Express Mail and Registry mail to ensure that the revenues from these products
cover their incremental costs.

a. Does economic efficiency require that the revenues from each subclass
recover the incremental costs of the subclass? Please explain why or
why not.

b. If your answer to part (a) is in any way affirmative, please explain why

unconstrained Ramsey pricing products an economically inefficient result
and identify the theoretical flaw in unconstrained Ramsey pricing.

RESPONSE:

a. If competing firms exist or entry by such firms is possible, then economic
efficiency requires that prices be set at a level that covers incremental costs. If
prices are below incremental costs for some product, economically efficient entry

could be discouraged.

b. There is no theoretical flaw with Ramsey pricing. In theory, Ramsey price
:'Ialculaﬁons could include as part of the social welfare maximization problem, the
possibility of entry or exit by competing firms. Under those conditions, the Ramsey
price would satisfy the incremental cost test.

In my testimony, in the two cases where the Ramsey price did not cover
incremental costs (Express Mail and Registry mail), | set the price at a leve! sufficient
to cover incremental costs. This approach is suggested by Ronald R. Braeutigam in
“Optimal Policies for Natural Monopolies,” Chapter 23 of Handbook of Industrial
Organization, Volume Il, Edited by R. Schmalensee and R.D. Willig, Elsevier Science
Publishers, 1989. Braeutigam (at pages 1341-42) recommends “modifying the

second-best Ramsey optimal formulation by appending additional constraints to
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ensure that the resulting prices are as efficient as possible while both being subsidy-
free and allowing the firm to break-even. These additional constraints would
contribute to dynamic efficiency by guiding prices to send appropriate signals on

entry."
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NAA/USPS-T31-7. Please refer to equation (1) at page 17 of your direct testimony.

a. Can the Ramsey pricing formula result in rates above the stand-alone
cost of a product? Piease explain why or why not.

b. Does economic efficiency require that rates be below the stand-alone
cost for each subclass? Please explain your response fully.

c. If your answer to part (b) is in any way affirmative, please explain why
unconstrained Ramsey pricing products an economically inefficient result
and identify the theoretical flaw in unconstrained Ramsey pricing.

a through ¢. Economic efficiency requires that rates be set no greater than stand-
alone costs. Prices above stand-alone cost can encourage inefficient entry. A
Ramsey pricing model could be developed to consider the social costs of inefficient
entry. However, as explained in my response to NAA/USPS-T31-9, if prices of every
product are set at a level necessary to cover incremental costs, then no product price

should be above its stand-alone cost.

A
Sy
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NAA/USPS-T31-8. Please provide all analyses performed by the Postal Service or its
~ contractors that estimate the stand-alone costs for any subclass. If no such analysis

has been performed, please state whether the Postal Service has any plans to
perform such an analysis.

RESPONSE:

1 am not aware of any analysis of stand-alone costs for any subclass of mail.
It is my understanding that the Postal Service has no plans to perform such an

analysis.
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NAA/USPS-T31-9. Are the “efficient” prices presented in your testimony consistent
with the principle that prices be set below stand-alone cost? Please explain your

response.

RESPONSE:

Yes. The stand-alone cost of a mail product (or group of products) is the cost
that would result if only that mail product {or group of products) were supplied.
Stand-alone cost is closely related to incremental cost. For a system with n products,
total costs are equal to the incremental cost of the nth product plus the stand-alone
costs of the remaining n-1 products. Furthermore, if one product were priced above
its stand-alone costs, the other products would (as a group) be priced below their
incremental cost. Since each product is priced above its incremental cost, it can be

concluded that no product is priced below its stand-alone cost.
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NAAJUSPS-T31-10. Please refer to pages 47-8 of your direct testimony. Please
explain fully why you have opted to impose the price constraints described at these

pages.

RESPONSE:

The constraints on the mark-ups of the preferred subclasses, equal to one-half
the mark-up of the corresponding regular subclass, were imposed because it is a
requirement of the Revenue Forgone Reform Act that any implemented postal rate
schedule must satisfy.

The constraints on the prices of Express Mail and Registry mail to cover these
products’ incremental costs were imposed because prices below the level necessary v

to cover incremental costs could result in cross-subsidization, which is forbidden by

the rules of postal rate-making.
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NAA/USPS-T31-11. Please provide the comparison shown in Summary Tables 1 and
2 based on unconstrained Ramsey pricing.

RESPONSE:
As explained in my response to sub-part (d) of NAA/JUSPS-T31-1, | did not

calculate Ramsey prices independent of the constraints imposed on the mark-ups of

the preferred subclasses.
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NAA/USPS-T31-12. Please provide the comparison shown in Summary Tables 1 and
2 based on Ramsey pricing constrained only by the incremental cost test but not the
statutory requirements that limit the institutiona! cost recoveries from the preferred

subclasses.

RESPONSE:
As explained in my response to sub-part (d) of NAA/USPS-T31-1, | did not
calculate Ramsey prices independent of the constraints imposed on the mark-ups of

the preferred subclasses.
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NAA/USPS-T31-13. Please provide versions of Summary Tables 1 and 2 that
compare Ramsey prices to the after-rates prices proposed by the Postal Service in
this proceeding.

RESPONSE:

The accompanying Tables 1A and 2A present a comparison between Ramsey
prices and the after-rates prices proposed by the Postal Service in this proceeding.
Prices are expressed as average revenue per piece, as was done in my testimony.
Note that the Postal Service and the Ramsey prices are not entirely comparable. The
Postal Service proposal includes a number of initiatives that affect volumes,

revenues, and costs, that were not included as part of my Ramsey analysis.

Sy
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SUMMARY TABLE 1A
Price Comparison

Mail Product After-Rates Price After-Rates Price | After-Rates Price
(based on R94-1) | (USPS Proposed) | (Ramsey Pricing)
First-Class Letters $0.3488 $0.3518 $0.3551
First-Class Cards $0.1612 $0.1972 $0.1420
Priority Mail $4.4053 $3.7770 $2.4124
Express Mail $14.0132 $13.4120 $11.2947
Periodicals In-County $0.1001 $0.0928 $0.1416
Periodicals Nonprofit $0.1704 $0.1585 $0.2409
Periodicals $0.2991 $0.2168 $0.4229
Classroom
Periodicals Regular $0.2694 $0.2363 $0.4724
‘Standard Single $1.4731 N.A. $1.6402
Piece
Standard Regular $0.1903 $0.2132 $0.2575
Standard ECR $0.1630 $0.1500 $0.0802
Standard Nonprofit $0.1248 $0.1281 $0.1498
Standard NP ECR $0.0866 $0.0783 $0.0554
Parcel Post $3.6199 $3.3364 $4.1123
Bound Printed Matter $0.8816 $0.9128 $0.8435
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Special Rate $1.3657 $1.7572 $1.7775
Library Rate $1.7643 $1.8249 $2.0383
Registry $8.2301 $8.5808 $8.3269
Insurance $2.0851 $2.4331 $2.9067
Certified $2.1812 $1.4993 $1.7266
COD $4.5288 $4.6381 $9.3372
Money Orders $0.7171 $1.0136 $0.8368
SUMMARY TABLE 2A
Mark-Up Comparison
Mail Product USPS USPS Ramsey Ramsey
Proposed Proposed Mark-up Mark-up
; Mark-up Mark-up Index
Index
First-Class Letters 101.38 1.276 103.29 1.328
First-Class Cards 82.34 1.037 31.34 0.403
Priority Mail 97.21 1.224 25.96 0.334
Express Mail 103.89 1.308 71.70 0.022
Periodicals In-County 2.74 0.035 56.81 0.730
Periodicals Nonprofit 3.21 0.040 56.81 0.730
Periodicals Ciassroom -19.72 -0.247 56.81 0.730
Periodicals Regular 6.84 0.086 113.62 1.460
Standard Single Piece N.A. N.A. 18.04 0.232
Standard Regular 47.85 0.602 78.56 1.010
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Standard ECR

124.69 1.570 2012 0.259
Standard Nonprofit 18.07 0.240 39.28 0.505
Standard NP ECR 55.61 0.700 10.05 0.129
Parcel Post 1.41 0.018 25.00 0.321
Bound Printed Matter 54.22 0.683 42.52 0.547
Special Rate 36.58 0.461 - 38.16 0.491
Library Rate 6.62 0.083 19.08 0.245
Registry 66.32 0.835 61.40 0.789
Insurance 78.81 0.992 113.62 1.460
Certified 33.29 - 0.419 53.49 0.688
COD 6.11 0.077 113.62 1.460
Money Orders 62.71 0.790 34.32 0.441
Overali 7842 1.000 77.80 1.000

“n
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NAAJUSPS-T31-14. Regarding your use of “marginal cost” for developing Ramsey
prices, please indicate whether short-run or long-run marginal cost is more
economically efficient. Please explain your response and identify or provide all
supporting theoretical literature.

RESPONSE:

Economists generally define long-run marginal cost as marginal cost during a
period in which all factors of production are variable, whereas short-run marginal cost
is defined as marginal cost during a period in which at least one factor of production
is fixed. With respect to my calculation of Ramsey prices, the relevant marginal costs
are the marginal costs expected to prevail during the period in which the Ramsey
prices would exist. The Ramsey prices were calculated for a 1898 Test Year using
projected 1998 volume variable (marginal costs) costs per piece. As such, these are
the costs that should be used to calculate the economically efficient prices.

| cannot say with certainty whether Postal Service Test Year costs more
dlosely fit the standard economic definitions of short-run or long-run marginal cost.
However, as stated above, that technicat distinction is immaterial to my work. Piease

see the R87-1 testimony of William J. Baumol (USPS-T-3) for a discussion of short-

run and long-run marginal costs.
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NAA/USPS-T31-15. Please refer to page 2, line 13 of your direct testimony.
a. Please define “economic efficiency.”

b. Please list all the assumptions that are necessary for Rarrisey prices to
be economically efficient.

C. Consider a two-part tariff with a fixed prices for each service that is
independent of the volume and a volumetric component. s it your
contention that Ramsey pricing is more efficient that a twe-part tariff
pricing scheme, wherein the volumetric component of the tariff is set at
marginal cost? Please explain you response fully, and identify texts or
other literature that support your opinion.

RESPONSE:

a through c. There are a number of different definitions of economic efficiency,
depending on the conditions under which efficiency is to be obtained. Pareto-optimal
efficiency exists if it is impossible to make one person better off without making
someone else worse off. Pareto-optimality occurs when the sum of preducer and

consumer surplus is maximized, a result that occurs under perfect competition with
5y .

4
L3
i

price equal to marginal cost.

Another concept of economic efficiency is relevant when comparing two
possible states of the world. One situation is more economically efficient (even if it is
not Pareto-optimal) if the sum of the producer and consumer surplus in that situation
exceeds the sum of producer and consumer surplus in the other, alternative,
situation.

Ramsey pricing is often referred to as second-best pricing because the
conditions under which marginal cost pricing will occur do not exist. Specifically,
Ramsey pricing applies when there exists a monopoly firm, resulting either from

economies of scale which make it less costly for a single firm to produce the
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demanded level of output, or because of legal restrictions on entry, or both. Ramsey
pricing can also apply for the case of a multi-product firm in which certain costs of
operation can not be assigned to a specific product, but the tota! cost of producing
the combined set of products is less than the sum of the costs of producing each
product independently. This latter condition is commonly referred to as economies of
scope.

Under conditions of economies of scale, economies of scope, or both,
marginal costs of production can be less than average cost of production. In this
case, marginal cost pricing will produce a loss. The most efficient pricing strategy
under these conditions is still marginal cost pricing, with the resulting loss funded
from a non-distortionary lump-sum tax. The tax would have to be unrelated to
income (or else it would affect marginal tax rates), unrelated to volume of mail sent
by an individual (or else it would affect the margina! cost borne by mailers to send
mail). The tax would aiso have to be unrelated to whether an individual chooses to
.use the service. Otherwise, individuals could opt out of the system and the tax
revenues would not be sufficient to cover the loss resulting from marginal cost
pricing.

An alternative to the above approach is Ramsey pricing. Ramsey pricing
maximizes consumer and producer surplus subject to a constraint on the firm's profits
or losses, usually, but not necessarily, defined as a break-even constraint in which
total costs equal total revenues. In theory, however, Ramsey pricing is not the most
efficient method to establish prices when marginal costs are less than average cost,
but in practice the imposition of a lump-sum non-distortionary tax is not possible.

The two-part tariff scheme mentioned in this interrogatory carries with it some

of the conditions of the first-best solution described above. However, the fixed price
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tariff described in this interrogatory ié not imposed regardless of whether an individual
uses the mail service. The level of the fixed price would have to be determined, and
if some mailers chose not to pay the fixed price (and send no mail) the revenues
from the fixed charge could be insufficient to satisfy the break-even constraint. |

To ensure that no mailers opted out of the system, the fixed price charged a
mailer would have to be set at a level less than the total consumer surplus earned by
that mailer. This would probably require some form of price discrimination in which
different mailers pay different fixed prices, while all mailers pay marginal cost per
piece. An obvious drawback of this pricing scheme, however, is the presence of
arbitrage opportunities. A single mailer could act as a clearinghouse for mail,
collecting mail from individuals and then re-mailing it through the Postal Service at
marginal cost price.

Another important consideration relevant to your hypothetical is that for a multi-
product firm such as the Postal Service, the leve! of institutional cost recovery for
each mail product would have to be determined. If the per piece price of each
p;oduct were set at product marginal cost, the institutional cost could be generated by
imposing separate non-volume related fixed charges on users of each mail service,
énsuring that the fixed charge for any mailer and for any service is not so large as to
cause the mailer to not use the service.

In theory, a properly constructed two-part tariff could be more efficient than

Ramsey pricing. It does not appear, however, that such a pricing scheme is practical

for the Postal Service.
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NAA/USPS-T31-16. Please refer to your discussion of cross-price elasticities at
pages 28-30.

a. Assume that cross-price elasticities exist for two subclasses of mail, but
cannot be efficiently estimated because of multicollinearity, insufficient
data, or other statistical problems. Under this assumption, is it
economically efficient to develop Ramsey prices assuming that the
cross-price elasticity terms are zero? Please explain your response.

b. If the cross-price elasticities are assumed to be zero when in actual fact
there is a reasonably high cross-price elasticity between two subclasses
of mail, what effect would this assumption have on estimated Ramsey
prices compared to the actual economically efficient prices? Please
explain fully.

c. Please confirm that you assumed zero cross-price elasticities of demand
between Standard A Regular mail and Standard A ECR rnail. if you
cannot confirm, please explain what you assumed about the cross-price
elasticity of demand between these two subciasses.

RESPONSE:

‘a. It is possible that small cross-price elasticities exist between various postal
Broducts in addition to the cross-price effects estimated from the econometric
demand equations. Ideally, one would include any cross-elasticities, no matter how
small, in the calculation of the Ramsey prices. Nonetheless, the absence of a small
cross-price elasticity from the Ramsey price calculations would not have a meaningful
affect on the efficiency of the Ramsey prices and, in fact, assuming that a small or
nonexistent cross-elasticity is zero will probably lead to a more efficient set of prices

than assigning an arbitrary positive value to the cross-elasticity.

b. | do not believe that in actual fact there is a reasonably high cross-elasticity
between any two mail subclasses, other than those included in my Ramsey price

calculations. Regarding your hypothetical, even if there were a reascnably high
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cross-elasticity between two subclasses, the effect on the Ramsey prices of these two
subclasses would likely be small. The multicollinearity of real postal prices means
that the estimated sum of the own-price and cross-price elasticity is robust.
Therefore, the inclusion of cross-price elasticities in the demand equaticns for two
subclasses would probably lead to increases in the estimated own-price elasticities of
each of the two subclasses. The cross-price elasticity would produce a higher
Ramsey price, but the higher own-price elasticity would produce a lower Ramsey

price, so that the two effects largely offset each other.

C. | made no assumption about the cross-elasticity of demand between Standard
A Regular mail and Standard A ECR mail. The elasticities used for these subclasses
were obtained from the testimony of Thomas Thress (USPS-T-7). He did not include

a cross-price elasticity between Standard A Regular and ECR mail.
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NAA/USPS-T31-17. Please refer to the direct testimony of Postal Service witness
Donald J. O'Hara (USPS-T-30), page 36, lines 4-7 where he states “...a lower
coverage for ECR would have made it more difficult to design rates so that the
Automation 5-digit rate in Standard Regular was below the ECR basic rate,
encouraging the movement of ECR basic letters into the automation mailstream.”
Please also refer to the direct testimony of Postal Service witness Joseph D. Moeller
(USPS-T-36), page 28, lines 8-13 where he states “...the Postal Service is proposing
rates that, by virtue of the zero percent pass-through described above, would
encourage letter mailings with this density to be entered instead as Automation
Enhanced Carrier Route or 5-digit Automation letters. The result of this relationship
is an expected migration of 3.3 billion letters from Basic ECR letter rate to 5-digit
automation.” (footnote omitted).

a. In light of the above two statements, please state whether in your
opinion, the assumption of a zero cross-price elasticity between
Standard A Regular mail and Standard A ECR mail is reasonable.
Please explain fully. '

b. Please confirm that, under your Ramsey prices shown in Table 1, the
average per piece rate for Standard A Regular mail would increase by
6.72 cents per piece or approximately 35 percent relative to the R94-1
after-rates price. If you cannot confirm, please explain your response
and provide the correct figures.

C. Please confirm that, under your Ramsey prices shown in Table 1, the
7 average per piece rate for Standard A ECR mail would decrease by 8.28
cents per piece or approximately 51 percent relative to the R94-1 after-
rates price. If you cannot confirm, please explain your response and
provide the correct figures.

d. Please confirm that, under your Ramsey prices shown in Table 1, the
average per piece rate for Standard A Regular mail would be more than
three times greater than that for Standard A ECR mait.

e. Please confirm that you have assumed that the price changes that
would result from imposing Ramsey pricing would cause no shift in mail
volume between Standard A Regular and Standard A ECR.

f. Please explain how the Ramsey prices of these two subclasses would
change if a significant positive cross-price elasticity existed between
these two subclasses of mail.
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RESPONSE:

a. As stated in my response to sub-part (c) of NAA/USPS-T31-16, | made no
assumption about price elasticities of postal products. With respect to the migration
of Basic ECR mail to 5-digit automation, my Ramsey price calculations were made at
the subclass level and | did not consider the pricing of individual mail categories of
Standard Regular or ECR mail as discussed in your interrogatory. However, the
migration of mail between ECR and Regular mail referred to in this interrogatory
occurs because the price of one category of Standard Regular is set befow the price
of one category of Standard ECR. Given that the Ramsey price of Standard Regular
mail is considerably above the Ramsey price of Standard ECR, it is highly unlikely
that this kind of pricing relationship would exist under Ramsey pricing. As such, the

migration discussed above is not relevant to the my testimony.

b. Table 1 shows that the Ramsey price of Standard A Regular mail is 6.72
cgnts, or 35 percent, more than the price of Standard A Regular mail based on the
re;lative mark-ups from the R94-1 case applied to Test Year costs for the present
case. The Ramsey price of this product is 4.79 cents, or 23 percent, more than the

before-rates price, which resulted from the R94-1 case.

c. Table 1 shows that the Ramsey price of Standard A Regular ECR mail is 8.28
cents, or 51 percent, less than the price of Standard A Regular ECR mail based on
the relative mark-ups from the R94-1 case applied to Test Year costs for the present
case. The Ramsey price of this product is 6.67 cents, or 45 percent, less than the

before-rates price, which resulted from the R94-1 case.
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d. Confirmed.

e. Confirmed.

f If a significant positive cross-price elasticity existed between Standard A
Regular and ECR mail, it is likely that the impact on the Ramsey prices would be

small, as explained in my response to sub-part (b) of NAA/USPS-T31-16.
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NAAJUSPS-T31-18. Please refer to your direct testimony at page 62, lines 7-19.

a. Did you consider developing a Ramsey price for all periodicals mail in
aggregate and then developing rates for each subclass that met the
statutory constraints regarding the relative cost coverages of the
preferred subclasses within periodicals mail? If not, please explain why
you did not consider this approach. If yes, please explain why you did
not adopt this approach.

b. If you developed Ramsey prices as suggested in part (a}, what would
have been the change in the Ramsey prices for each subclass of
periodical mail?

RESPONSE:

a. | did consider developing a Ramsey price for all Periodicals mail in aggregate
and then developing rates for each subclass that met the statutory constraints
regarding the relative cost coverages of the preferred subclasses within Periodicals
mail. | did not adopt this approach for two reasons. First, the calculation of the
volume forecasts for these mail categories would have required an additional iterative
prpcedure as part of the Ramsey pricing computer program. Second, an estimate of
the prices following this approach revealed that the resulting prices were quite close
to the prices presented in my testimony, and | concluded that the additional'

complexity of including this procedure was not worthwhile.

b. A formal calculation of the prices as suggested in sub-part (a) was never done.
However, | did make an estimate of the resuiting prices.

First, an aggregate own-price elasticity for all Periodicals mail was calculated,
using the before-rates Test Year volumes as weights. Table A below shows that the

estimated aggregate own-price elasticity for Periodicals mail is -0.200436, equal to

-2,070.780/10,331.366.
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Subclass Before-Rates Own-Price Volume @ elasticity
Volume Elasticity -
(millions of pieces)
In-county 910.590 -0.529948 -482.565
Classroom 51.343 -1.178481 -60.507
Nonprofit 2,191.116 -0.227917 -499.393
Regular 7,178.317 -0.143253 -1,028.315
Totals 10,331.366 -0.200436 -2,070.780

The second step is to calculate the mark-up for Periodicals Mail as a whole

based on the aggregate elasticity. This calculation was never formally made as part

of the complete Ramsey pricing program. However, an estimate of the mark-up can

be obtained based on the Ramsey k value obtained from the formal Ramsey price

calculations.

The Ramsey formula, without cross-elasticities, is presented at page

3B, line 9, of my direct testimony and re-printed here for convenience.

P/M

E/(E + k)

The Ramsey k value is equal to 0.1. Substituting an own-price elasticity of

about -0.2 into the above equation yields the result that aggregate mark-up for

Periodicals mail [which is equal to (P-M)/M] is approximately 100 percent.

The third step is to assign separate mark-ups to the Regular and Preferred

subclasses of Periodicals mail that yield a mark-up for the Preferred subclasses that

is one-half the mark-up for the Regular subclass while at the same time yielding a

weighted average mark-up of 100 percent. Mathematically, this is equivalent to

MUg*W, + 0.5¢MU oW, = 100 percent

where MUg, is the mark-up for the Regular subclass, Wy is the volume weight of the
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Regular subclass and W, is the volume weight of the preferred subclass. Using the
before-rates volumes as weights, the resulting mark-ups for the Regular and
Preferred subclasses are approximately 117.50 percent and 58.75 percent. The
Ramsey mark-ups presented in my testimony for the Regular and Preferred
subclasses are 113.62 percent and §6.81 percent, respectively, virtually identical to

the mark-ups that would have resulted from the more complex approach discussed in

this interrogatory.
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NAA/USPS-T31-19. Please refer to your direct testimony at page 64, lines 1-10,
regarding the imposition of the preferred status constraints on Standard A Nonprofit
and Standard A Nonprofit ECR mail. Please contrast the economic efficiency of your
method with an alternative in which (1) the Ramsey pricing parameters are developed
for all Standard A Regular (nonprofit and other) and alt Standard A ECR (nonprofit
and other) in aggregate, (2) an aggregate Ramsey price markup is developed for
each combined group, and (3) rates are developed for each subclass within the group
that satisfy the statutory constraints regarding the relative cost coverages of the
preferred subclasses.

RESPONSE:

The economic efficiency of the two approaches depends on which approach
yields a higher level of consumer surplus. As discussed in my response to
NAA/USPS-T31-18, | did not formally calculate Ramsey prices as suggested above.
Based on preliminary work, | found that the approach taken in my testimony and the
approach suggested above yielded results that were quite similar.

Regarding Standard A mail, the approach taken in my testimony was to
calculate the Ramsey mark-up for the non-preferred subclass based on its elasticities
of demand and then calcuiate the preferred subclass mark-up that satisfies the
constraints of the Revenue Forgone Reform Act (RFRA). The advantage of this
approach, in terms of economic efficiency, is that is establishes the efficient price for
the non-preferred subclass which, in Standard Mail, accounts for 77 percent of the
total volume of non-ECR mail and 91 percent of the total volume of ECR mail. The
disadvantage of this approach, again in terms of economic efficiency, is that the
prices of the preferred subclasses are not their Ramsey prices.

The disadvantage of the approach suggested in this interrogatery is that
neither the non-preferred or preferred subclasses have their exact Ramsey price.

The advantage of this approach is that the elasticity of the preferred subclasses are
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included to some degree in the calculation of the Ramsey prices.

As stated earlier, the approach that is more economically efficient is the one
that yields a higher consumer surplus, across all mail products and not just across
the subclasses of Standard A. Based on my preliminary work, | suspect that the

actual difference in efficiency between the approaches is small.

5032
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NAAJUSPS-T31-20. Please refer to your direct testimony at page 72 et seq.
Regarding efficient component pricing (ECP}. In your opinion, does ECP require that
worksharing discounts be based on short-run marginal cost or average incremental
costs? Please explain your response fully.

RESPONSE:
ECP should be based on marginal costs, so that at the margin, the lowest cost

provider of a service or activity is encouraged to perform that task.

3
Sy 3
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NAA/USPS-T31-21. Please refer to your testimony at page 75, lines 6 to 11,
regarding efficient component pricing (ECP).

a. Please describe the specific economic conditions under which ECP is
economically efficient. S

b. if worksharing was not a viable option for many First-Class mailers,
would ECP or Ramsey pricing be the most efficient method for
determining the relative rates for presort and nonpresort mail? Please
explain your response. If no definite answer exists, please detail the
information and analysis which would be necessary to answer the
question.

c. If worksharing is a viable option for al! First-Class mailers, would ECP or
Ramsey pricing be the most efficient method for determining the relative
rates for presort and nonpresort mail? Please explain your response. [f
no definite answer exists, please detail the information and analysis
which would be necessary to answer the question. '

d. If all First-Class letter mailers could legally choose to send their mail via
Standard A service, would ECP or Ramsey pricing be the most efficient
method for determining the relative rates for First-Class and Standard A
letters? Please explain your response. If no definite answer exists,
please detail the information and analysis which would be necessary to
answer the question.

e. If all First-Class letter mailers could legally allowed to use Standard A
service, do you believe that mailers would make a tradeoff between the
additional cost of First-Class service, and the additional value they earn
by receiving a presumably higher level of service? Please explain fully
any negative response.

f. If some or ali mailers make the tradeoff described in part (e) above, is
ECP the most efficient method for setting the relative rates for the two
services? Please explain your response.

a. If there exists a very high cross-price elasticity between Standard A
Regutar mail and Standard A ECR mail, wouid ECP or Ramsey pricing
be the most efficient method for determining the relative rates for
Standard A Regular and Standard A ECR mail? Please explain your
response. If no definite answer exists, please detail the information and
analysis which would be necessary to answer the question.
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RESPONSE:

a. Efficient Component Pricing (ECP) minimizes the combined cost of mailers and
the Postal Service of providing mail service. It applies when either the mailer or the
Postal Service can perform an activity related to the provision of mail service. For
example, mailers can presort their mailing or the Postal Service can sort the mailing.
The principle of ECP is that the party that can perform the task at the lowest cost
should be encouraged to do so. This condition can occur if the discount for
presorting is set equal to the difference between the Postal Service's cost of
nonpresorted and presorted mail. Please see my testimony at pages 72 - 75 for an
extended discussion of how Efficient Component Pricing encourages cost
minimization.

With respect to economic efficiency, cost minimization is not a sufficient
condition to ensure economic efficiency. One situation in which ECP is economically
e?fﬁcient is when marginal cost pricing exists. ECP minimizes marginal cost and
therefore maximizes the efficiency of pricing at marginal cost. If marginal cost pricing
is not a viable option, as in the case of the Postal Service, then ECP is not

necessarily economically efficient.

b. Ramsey pricing of postal products is never less efficient than ECP. Ramsey
pricing maximizes the sum of consumer and producer surplus subject to a break-even
constraint. ECP minimizes the total combined cost of mailers and the Postal Service
for the provision of mail services. While cost minimization is important, cost
minimization alone will not necessarily lead to the most efficient set of prices. It can

be the case that a set of prices will not minimize costs but will still maximize
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consumer and producer surplus. With respect to postal pricing, differences in the
elasticities of demand of the two products subject to worksharing can lead to the
result that the more efficient Ramsey prices will not be exactly equal to the prices
obtained from simple application of ECP. This would occur if the gains in terms of
additional consumer surplus outweigh the higher costs resulting from non-ECP

pricing.

C. Again, as stated in sub-part (b), Ramsey pricing is never less efficient than
ECP. It may be the case, however, that if all First-Class mailers could use
worksharing, the demand system for letters would be such that the Ramsey efficient

prices would be consistent with ECP.

d. In terms of economic efficiency, Ramsey pricing should be used to establish
the rates for First-Class letters and Standard A mail. The decision to use First-Class
or, Standard A mail does not comply with the cbnditions for use of ECP as stated in
s:;b-part (a) of this interrogatory. The Postal Service cost for a Standard A mail piece
with a given leve! of worksharing (e.g., Automation 5-digit letters) is iower than the
cost of a First-Class letter having the same level of worksharing. It is my
presumption that the lower cost of Standard A mail is a result of, among other things,
its deferred delivery and the absence of free forwarding. These activities are not

activities that mailers can perform as part of their worksharing.

e. Yes, mailers could be expected to make a trade-off between the additional cost

of First-Class service, and the additional value they earn by receiving a presumably

higher level of service. Under current conditions, those mailers who can choose
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between sending mail First-Class or Standard A make the above trade-off.

f For the reasons stated in sub-part (d), Ramsey pricing should be used to
establish the economically efficient prices for First-Class letters and Standard A mail.
The trade-off between the higher price of First-Class service and the additional value
of First-Class service is measured by the cross-price elasticity between First-Class
letters and Standard A Regular mail. This cross-elasticity is included in the Ramsey

price calculations presented in my testimony.

0. if a cross-price elasticity existed between Standard A Regufar and ECR mail,
Ramsey pricing should be used to establish the ecbnomically efficient rates of these
two subclasses. Ramsey price calculations include the impact of own- and cross-
price elasticities. ECP considerations could be included in the Ramsey price
calculatlons as was done in my testimony in the separate pricing of single-piece and.
workshared letters. That is, to the extent that some mailers might be making a
decision to send Standard A Regular or ECR mail based on worksharing discounts,
ECP considerations would be relevant. However, given that Standard A Regular and
ECR mail have clear differences in their price elasticities of demand, Ramsey
analysis should be undertaken to determine the most efficient prices for these two
subclasses. The demand elasticity differences could easily give rise to the situation
in which the efficient prices for Regular and ECR mail (those that maximize consumer

surplus subject to a break-even constraint) are not identical to those that would arise

from simple application of ECP.



5038

RESPONSE OF POSTAL SERVICE WITNESS BERNSTEIN
TO INTERROGATORIES OF OCA

OCA/USPS-T31-1. Please refer to your direct testimony. At page 70, Table 13 shows
a net change in consumer surplus from Ramsey pricing of $1.023 billion.

a. Confirm that your analysis measures consumer surplus in dollars across
all classes.

b. If confirmed, would it be appropriate to say that for purposes of your
analysis, one dollar of positive consumer surplus to the mailer of a First-
Class letter is equal to one dollar of positive consumer surplus to a mailer
of Standard Enhanced Carrier Route (“ECR") mail?

'c. If (b} is confirmed, does this mean that your analysis treats consumer
surplus homogeneously, i.e., that consumer surplus (of, say, one dollar)
has the same value to all classes of mailers?

RESPONSE:
a. Confirmed.
b. Yes.
g:
c. Yes.
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OCA/USPS-T31-2. Table 13 shows substantial reductions in consumer surplus under
Ramsey pricing for mailers of First-Class letters, Periodicals Nonprofit, Periodicals
Regular, Standard Regular, and Standard Nonprofit Mail, and substantial gains in
consumer surplus for mailers of Priority Mail and Standard ECR Mail.

a. To what extent were changes in the distribution of income and costs
between households and businesses taken into account in your analysis?

(i) For example, did you evaluate the effect on households that would
occur if households had less income to spend?

(i) Did you examine the distributional changes to determine whether
the outcomes were consistent with the criteria of 39 1J.S.C.
3622(b)? (You may wish to refer to pages 1-10 of the direct
testimony of Donald J. O'Hara, which discusses these criteria.)

b. To what extent were changes in the distribution of income and costs
between non-profit institutions and businesses taken into account in your
analysis?

(i) For example, did you evaluate the effect on non-profit institutions
that would occur if households had less income to spend?

(i) Did you examine the distributional changes to determine whether
b the outcomes were consistent with the criteria of 39 U.S.C.
3622(b)?

c. To what extent were changes in the distribution of income and costs
between publishers of periodicals and other businesses taken into
account in your analysis?

(i) For example, did you evaluate the effect on such publishers that
would occur if households had less income to spend?

(ii) Did you examine the distributional changes to deterrine whether
the outcomes were consistent with the criteria of 39 U.5.C.
3622(b)?

d. Do you regard Ramsey pricing of postal services and products to be fully
compatible with the criteria of 39 U.S.C. 3622(b)? Please explain fully
your answer.
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RESPONSE:

a (i). 1do not believe that households would have less money to spend if Ramsey
pricing were adopted. It may be the case that households would spend more on
postage under Ramsey pricing, although some products commonly used by
households, e.g., First-Class cards and Priority Mail, have lower postage rates under
Ramsey pricing. Nonetheless, it could be expected that declines in the postage rates
for mail sent predominantiy by businesses would be reflected in a decline in the prices
of products sold by those businesses. For example, households as consumers pay the
costs of mailing a catalog in the form of higher prices for the advertised products. To
the extent that Ramsey pricing decreases the costs of sending catalogs by mail, it
seems reasonable to expect that the prices of the products would decline.
Furthermore, household income is a function of wages and investment earnings. If
businesses experience declines in their costs due to Ramsey pricing, it seems
reasonable to expect that the increase in business efficiency would lead to higher
wages, increased employment, and/or greater investment earnings. Since ultimately,
all revenues and costs are borne by households, | would say that Ramsey pricing

increases the real income of households by approximately one billion dollars per year.

a (ii). Since my analysis is for total consumer surplus in the economy, changes in the
distribution of income and costs were not considered. For a discussion of the
consistency of Ramsey pricing with the criteria of 39 U.S.C. 3622(b), please see my

response to sub-part (d) of this interrogatory.
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b (i). 1did not consider the effects of higher nonprofit rates on nonprofit institutions
other than my estimate of the resulting change in consumer surplus. To the extent that
some individuals or groups are harmed by Ramsey pricing, the rest of the economy is

helped and the net gain to society is on the order of one billion dolars.

b(ii). Since my analysis is for total consumer surplus in the economy, changes in the
distribution of income and costs were not considered. For a discussion of the
consistency of Ramsey pricing with the criteria of 39 U.S.C. 3622(b), please see my

response to sub-part (d) of this interrogatory.

c (). |did not consider the effects of higher Periodicals rates on publishers other than
my estimate of the resulting decline in consumer surplus. To the extent that some
individuals or groups are harmed by Ramsey pricing, the rest of the economy is heiped
and the net gain to society is on the order of one billion dollars. Put differently, the non-
Ramsey price schedule analyzed in my testimony would have the effect of transferring
about $1.5 billion to users of Periodicals Mail at a cost to society of about $2.5 billion, a
result that cannot be justified in economic terms, though non-economic considerations

could warrant a departure from Ramsey pricing.

c (i). Since my analysis is for total consumer surplus in the economy, changes in the
distribution of income and costs were not considered. For a discussion of the
consistency of Ramsey pricing with the criteria of 39 U.5.C. 3622(b), please see my

response to sub-part (d) of this interrogatory.
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d. It is not the purpose of my testimony to consider whether Ramsey pricing is
consistent with all the criteria of 39 U.5.C. 3622(b). Ramsey pricing may not be fully
compatible with some of the criteria of 39 U.S.C. 3622(b). Ramsey priciﬁg focuses on
achieving economic efficiency (contingent on satisfying a break-even constraint) while it
is my understanding that a number of the rate-making criteria discuss nor-efficiency
considerations. | do believe, however, that economic efficiency should be: one of the

factors carefully considered by the Commission in setting rate levels.

s
g,
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OCA/USPS-T31-3. Do you regard dollars spent on mailing to be equal to the value that
households place on, or receive from (i.e., consumer utility) such mail? In answering
this question, please refer to the following example. Assume that mailer A mails a bank
statement via First-Class Mail to householder A, mailer B sends an advertising flyer via
Standard ECR to the same householder, and mailer C sends a periodical using an
appropriate Periodicals rate. Also assume for purposes of discussion that ali three
mailers expended the same amount in postage (including costs they expended on
workshare). In responding to this question, please refer to the 1895 Household Diary
Study, which contains references to the reactions of households to various classes of
mail (e.g., Reactions to Advertising Mail By Class at |11-10, Attitudes Towards and
Treatment of Advertising Mail at l1l-24, Reaction to Third-Class Bulk Regular Mail at VI-
55, etc.).

RESPONSE:

Dollars spent on mailing are not equal to the value that households place on or
receive from such mail. It is important to distinguish between the value of the service
provided by the Postal Service and the value to either the sender or the recipient of the
item being mailed.

Before | address your hypothetical example, let us consider the case of a
hduseholder who orders $100 worth of merchandise from a store. The householder
can go to the store and pick-up the merchandise or the store can mail the merchandise
to the householder using, say, Priority Mail, and include the postage cost of, say, $4, as
part of the total charge. Clearly, the value to the householder of the mailing {i.e., the
merchandise) exceeds the $4 postage cost; it is likely to exceed $100. The value
measured by the demand curve for Priority Mail is the value to the householder of
having the merchandise mailed. If this value exceeds $4, the householder will request
that the store mail the merchandise. The consumer surplus for this householder is the
difference between the amount he or she would have been willing to pay to have the

merchandise mailed and the amount that was actually paid. If the householder were
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willing to pay $5 and only had to pay $4, the resulting consumer surplus is $1.

The same kind of reasoning can be applied to your hypothetical examples.
Suppose that the bank mailing, the advertising flyer, and the periodical rﬁailing each
cost the mailer 25 cents. Since these items were mailed, it must be the case the value
of the service provided by the Postal Service must be at least 25 cents. That is the
value measured by the demand curves for each of these mail products and it is from
these demand curves for various postal services that my calculations of Ramsey prices
and gains to consumers are based.

Consider first the bank statement. The householder may place a value of, say,
five dollars on the bank statement, but the value of the bank statement, like fhe value of
the merchandise discussed above, is not the issue. The issue is whether it is worth 25
cents for the householder to receive a statement in the mail as opposed to some other

| option such as having the householder pick-up the statement at the bark, mailing
s!fatements on a bi-monthly or quarterly basis, or faxing the statement to the
hf)useholder's home computer.

In the case of the advertising flyer, the value of the flyer to the sender is at least
as much as the total cost of the flyer, of which postage is only a portion. The value to
the recipient is uncertain. My review of the materials from the Household Diary Study
cited in this interrogatory indicate that most householders usually read or scan
advertising mail (Table 3-10). Table 34 shows that about one-third of time, recipients
will or may respond to advertising mail. This suggests that a substantial amount of
advertising mail has value to the recipient. That value can easily exceed the postage
expenditures, as in the case where a household uses a coupon for $2 from a local

pizzeria or takes advantage of a special advertised sale.
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Finally, in the case of the periodical mailing, suppose a householder has a
magazine subscription for twelve issues a year. Suppose further that the cost of this
subscription is $12, of which $3 reflects a 25 cent postage charge for each issue.
Again, the value to the householder of the magazine must be at least $12 and greatly

exceeds the postage cost.

Syl
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OCAJUSPS-T31-4. Does your analysis of consumer surplus take into account
externalities? For example, suppose that consumers do not read or do not find useful
“x" percent of some types of mail, which then has to discarded. Discarding mail, it may
be argued, imposes costs on the recipients of such mail, either directly (some
jurisdictions charge for refuse collection on a per-piece basis) or indirectly (e.g., the
municipality must spend tax dollars disposing of refuse). Please comment.

RESPONSE:

My analysis does not take into consideration externalities as they are considered
to be at most of second order importance. With respect to your example above, |
surmise that the marginal cost of disposing of a piece of mail is extremely smali.
Furthermore, the costs of disposal are largley unrelated to the percent of the mail that
the reader finds “useful.” Whether | read a magazine or catalog cover-to-cover br
merely skim through it, the item will, in most cases, ultimately be discarded. Taking the
issug one step further, there is nothing unique to the paper waste resuiting from mailed
materials as opposed to other types of paper waste.

3 Although | do not believe it to be tﬁe case, if it were true that paper waste

imposed a significant external cost, the issue might better be handled by imposing a tax

on paper, thereby encouraging all users to reduce waste.
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OCA/USPS-T31-5. Piease refer to page 49. You state: “In this testimony, the Ramsey
prices are compared to an illustrative break-even schedule based on the Postal Rate
Commission’s (PRC) recommended mark-ups in R94-1, applied to 1998 Test Year
costs and adjusted to satisfy the Ramsey net revenue requirement of $25,850 million.
Various tables in your testimony then use the R94-1 methodology. To fully understand
the impact of adopting Ramsey pricing, however, it would seem to be necessary to
have other rate schedule comparisons for evaluation.

a. Please supply alternate tables that compare your Ramsey pricing
methodology rate schedule to the rates actually proposed by the Postal
Service in this proceeding.

b. Please also supply separate tables for Docket No R90-1 (the last truly
. comprehensive and conventional rate increase proceeding) and Docket
No. R87-1 (the case which fully developed the relative markups used as
benchmarks in later rate cases). Each table should show the rates under
the original Postal Service proposal, the rates under a Ramsey pricing
analysis, and the rates recommended by the Commission.

RESPONSE:

a. As a point of clarification, | did not use the R94-1 methodogy to establish the
ngn-Ramsey rates. | used the R94-1 markups, which were a result of the methodology
used by the Commission to recommend rates in that case.

The enclo.sed Summary Table 1A compares the non-Ramsey prices presented in
my testimony, the Postal Service's proposed prices for this case, and the Ramsey
prices presented in my testimony. Prices are expressed as average revenues per
piece. Note that the Postal Service proposal eliminated Standard A single-piece mail.
For 14 of the remaining 21 mail products, the Posta!l Service's proposed rates differ
from the non-Ramsey rates in the same direction as the Ramsey rates. That s, for
these 14 mail products, the Posta!l Service and the Ramsey rate are either both higher

or both lower than the non-Ramsey rate. Of the seven products for which the Postal
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Service price is not in the same direction as the Ramsey price (relative to the non-
Ramsey price), four are the subclasses of Periodicals Mail. Therefore, except for
Periodicals Mail, | would say the Postal Service’s proposed rates reflect the Ramsey

pricing principles to an important degree, although they are clearly not Ramsey prices.

b. 1 had no occasion to prepare the tables that you requested in this sub-part. If
you wish, comparisons of Ramséy pricing with the proposed and recommended mark-
ups from R87-1 and R90-1 can be made following the methodology detailed in my
testimony and library references. Parenthetically, | would note that if the RB7-1 case
“fully developed the relative markups used as benchmarks in later rate cases” (including
by extension R94-1) then the comparison of Ramsey prices to prices based on the

mark-ups in R87-1 and R90-1 should yield results quite similar to those presented in my

testimony.
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SUMMARY TABLE 1A
Price Comparison

Accompanying the Response to OCA/USPS-T31-5
Mail Product After-Rates Price After-Rates Price | After-Rates Price
(based on R84-1) | (USPS Proposed) { (Ramsey Pricing)

First-Class Letters $0.3488 $0.3518 $0.3551
First-Class Cards $0.1612 $0.1972 $0.1420
Priority Mail $4.4053 $3.7770 $2.4124
Express Mail $14.0132 $13.4120 $11.2947
Periodicals In-County $0.1001 $0.0928 $0.1416
Periodicals Nonprofit $0.1704 $0.1585 $0.2409
Periodical Classroom $0.2991 $0.2168 $0.4229
Periodicals Regular $0.2694 $0.2363 $0.4724
Standard Single Piece $1.4731 N.A. $1.6402
Standard Regular $0.1903 $0.2132 $0.2575
Standard ECR $0.1630 $0.1500 $0.0802
Standard Nonprofit $0.1248 $0.1281 $0.1498
Standard NP ECR $0.0866 $0.0783 $0.0554
Parcel Post $3.6198 $3.3364 $4.1123
Bound Printed Matter $0.8816 $0.9128 $0.8435
Special Rate $1.3657 $1.7572 $1.7775
Library Rate $1.7643 $1.8249 $2.0383
Registry $8.2301 $8.5808 $8.3269
Insurance $2.0851 $2.4331 $2.9067
Certified $2.1812 $1.4993 $1.7266
COoD $4.5288 $4.6381 $9.3372
Money Orders $0.7171 $1.0136 $0.8368
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OCAJUSPS-T31-6. Please refer to page 8 of your direct testimony. You state:
“Economic theory argues that product price should be equal to product marginal cost,
defined as the additional cost associated with a one unit increase in production. If the
Postal Service were to set product price equal to marginal cost (which is essentially
equal to per piece volume variable cost), product revenues would be less than total
costs, equal to total volume variable costs.” Please refer to the following quotation from
an economics textbook [Robin W. Boadway, Public Sector Economics (1979), pp. 36-
37]):
The analysis of the efficiency of competitive markets requires that firms’
technologies exhibit constant or decreasing returns to scale. If increasing
returns to scale exists in an industry up to relatively high levels of output, the
competitive analysis of market behavior breaks down for two reasons. First, the
market structure of such an industry would not be such as to induce competitive
behavior. Because of the increasing returns or economies of scale, large firms
would force small firms out of business by producing at a lower cost, and
ultimately the industry would end up as a monopoly if the scale economies
continued to large enough outputs. Since monopoly pricing does not set prices
equal to marginal costs, the overall Pareto-optimal conditions are violated and
efficiency of resource allocation is not attained.

A second problem arises when increasing returns to scale prevail. Even if
competitive market structure did exist or if firms could be coerced into behaving
as firms in a competitive industry do, the private sector could not profitably
sustain marginal cost pricing. With increasing returns to scale, the average cost

£ curves of a firm will everywhere slope downward, [footnote omitted] yielding
marginal costs that are less than average costs. Pricing at marginal cost would
be equivalent to pricing below average cost and therefore firms would be unable
to cover costs. Because of this, the private sector could not behave according to
Pareto-optimizing rules.

Is the material cited from your testimony on page 8 consistent with {i.e., perhaps a
short-hand version of) the Boadway excerpt. If not, please explain.
RESPONSE:

The Boadway excerpt is consistent with my testimony.
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OCA/USPS-T31-7. Please refer to page 38. You state: “It is assumed that in the range
of volumes being considered, volume variable cost per piece, and therefcre marginal
cost, is constant for every mail product.” [Emphasis added]. Upon what empirical
evidence do you base this assumption.

RESPONSE:

As a point of clarification, each postal product has a unique marginal cost. 1
assumed that marginal cost of a product is unaffected by the volume of that product. 1
do not assume that all products have the same marginal cost, which may have been
your interpretation as indicated by the added emphasis.

1 have not directly examined empirical evidence to support the view that marginal
cost is unaffected by volume. However, the assumption that for a given postal product,
marginal cost is unaffected by volume is consistent with the rate making methodology
employed by the Postal Service and the Postal Rate Commission. That is, the after-
rates volume variable cost per piece (i.e., marginal cost) is assumed to be essentially
éé‘ual to the before-rates volume variable cost per piece, even though the after-rates

and before-rates volumes are different.
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OCAJ/USPS-T31-8. You state on page 33 that “Ramsey prices depend on own- and
cross-price elasticities of demand.” At Table 6, you use cross-price elasticities for
postal products and services only.

a. Are cross-price elasticities of non-postal products and services relevant?
If not, why not?

b. In Table 6 you show cross-price elasticities between various classes of
mail, but for Priority Mail you do not indicate the Express Mail cross-price
elasticity, whereas you give the reciprocal figures. Piease explain.

RESPONSE:

a. Please see my response to the Presiding Officer's Information Request No. 1,
part 4, for a discussion of the issue of cross-price elasticities of non-postal products and

services.

b. The elasticities for Priority and Express Mail are obtained from the testimony of
Drf. Musgrave (USPS-T-8). Dr. Musgrave included the price of Priority Mail in the
d;mand equation for Express Mail but did not include the price of Express Mail in the

demand equation for Priority Mail.
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OCA/USPS-T31-9. On page 38 you state: “The incremental cost of a product is the
cost that the Postal Service would save if the product were eliminated entirely. In
addition to covering the product's volume variable costs, postal prices (Ramsey or
otherwise) should generate sufficient revenues to cover the product’s incremental cost.
If not, the Postal Service and mailers would be better off if the product were
discontinued.” On page 39 you state: “As it turns out, Express Mail and Registry mail
have Ramsey prices that generate revenues below incremental costs. Consequently,
the prices of these two products are constrained above their Ramsey prices so that
revenues cover incremental costs.”

a. If the Commission were to adopt Ramsey pricing, would it be your position
that the Postal Service should propose eliminating these classes? Please
explain.

b. What is the “third-best” pricing rule when both a break-even constraint and

an incremental cost coverage constraint are binding. Please show the
derivation of this rule.

RESPONSE:

a. Of course not. If Express Mail and Registry mail were eliminated, mailers would
be deprived of all the consumer surplus provided by these products. An economically
m%re efficient apbroach would be to the set the prices of Express Mail and Registry Mail

at a level necessary to cover their incremental costs as was done in my testimony.

b. | do not have a formal derivation of this rule. it seems obvious to me that if the
Ramsey price is less than the price necessary to cover incremental costs, then the
“third-best” price would be the price necessary to cover incremental costs, since any
price above the incremental cost coverage price would be even further away from the

Ramsey price. Please also see my response to NAA/USPS-T31-6.
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OCA/USPS-T31-10. Please refer to pages 68-69. You state: “However, because the
cross-price elasticities between postal products are generally quite small or non-
existent, the resulting shift in the demand curves are also quite small. Consequently,
the actua! gains to consumers will not be substantially different from the estimated
gains presented in this section.” On page 37, Table 6, the cross-price elasticities
between Express Mail and Priority Mail, and between Standard B parcel post and
Priority Mail are .46 and .45, respectively. Please explain why this does not affect the
reliability of your estimates of the change in consumer surplus.

RESPONSE:

Cross-price elasticities between postal products are included in the Ramsey
price calculations. While the presence of cross-price elasticities affects the estimate of
consumer surplus of individual products with cross-elasticities, it is another question
whether the total change in consumer surplus across all postal products is meaningfully
affected. Cross-price elasticities measure shifts by mailers from one postal product fo
another leading to offsetting effects. The loss of consumer surplus by shifting out of
one product is offset by the gain from shifting into the other product.

7 Without cross-price elasticities, the change in consumer surplus is equal to the
integral of the demand curve between the non-Ramsey and the Ramsey price. This
integral was approximated by equation 9C from my testimony:

Change in Consumer Surplus = Y2(Vp + V,)-(P, - Pg)

When cross-price elasticities exist, a change in the price of product j causes the
demand curve for product i to shift. The calculation of the integral of the demand curve
for product i is therefore complicated by the fact that there is no longer a single demand
curve for product i. Instead, there are two relevant demand curves for product i, one

that exists at the non-Ramsey price of product j and the other that exists at the Ramsey

price of product .
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One way to gauge the importance of this demand shift is to re-calculate the
volume of each subclass of mail assuming the price of each product's substitute had
not changed from its non-Ramsey price. With the price of the substitute ’products held
constant at the non-Ramsey price, the change in consumer surplus for a product from a
move to Ramsey pricing can be estimated along a single demand curve, following
equation (9C).

A second way to re-estimate the change in consumer surplus for these products,
with the price of each product’s substitute equal to its Ramsey price. Again, with a
constant price of substitutes, the change in consumer surplus from the non-Ramsey to
the Ramsey price can be estimated along a single demand curve.

Tables A, B, and C below provide the relevant comparisons. Table A presents
the prices and volumes used in my testimony to estimate consumer surplus from
Express Mail, parcel post, and Priority Mail.. Table B re-calculates the Ramsey
volumes of these three products assuming that substitute product prices remained at
tjhjéir non-Ramsey level. For example, a shift in the demand curves for Express Mail
and parcel post occurs because the non-Ramsey price of Priority Mail is $4.4053 while
the non-Ramsey price is $2.4124. Applying the Test Year effective cross-price elasticity
(which differs from the long-run cross-price elasticities discussed in your interrogatory)
of Express Mail to the ratio of the non-Ramsey to the Ramsey prices yields the cross-
price projection factor. Mathematically, this is equal to [4.4053/2.41241°3%% or 1.2175.
Multiplying the Ramsey volume of Express Mail (65.222 million pieces) by 1.2175 gives
the volume of Express Mail (79.410 million pieces) that would occur at the Ramsey
price of this product, holding the price of Priority Mail at its non-Ramsey price. Similar

calculations give an adjusted Ramsey volume for parcel post (holding the price of
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Priority mail at its non-Ramsey price) and an adjusted Ramsey volume for Priority Mail
(holding the price of parcel post at its non-Ramsey price). Each product's change in
consumer surplus can then be estimated along a single demand curve, ;xnaﬁected by
the change in substitute prices.

Table C re-calculates the non-Ramsey volumes of each product, assuming that
the price of substitute products were equal to their Ramsey price. Again, the product’s

change in consumer surplus is estimated along a single demand curve.

Table A
Calculation of Change in Consumer Surplus
Volumes as Presented in USPS-T-31

Product Non- Non- Ramsey Ramsey Change in
Ramsey Ramsey Volume Price Consumer
Volume Price Surplus
($ millions)
Express Malil 62.093 | $14.0132 65.222 | $11.2947 +$1731
Parce! Post 231.151 $3.61989 171.990 $4.1123 -$89.3
Priority Mail 8587.928 $4.4053 | 1,444.393 $2.4124 +2,433.7
Total +2,507.5
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e intuitive point mentioned earlier in this response, namely, that shifts of volume from

one postal product to another have largely offsetting effects on total consumer surplus.

&
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OCA/USPS-T31-11. Please refer to pages 44 and 54-55 of your testimony. You state
at page 44 that library reference H-165 contains “the entire set of effective Test Year
price elasticities used in making the Ramsey volume forecasts.”

a. Please provide in hard copy a table showing, side by side, “effective Test
Year price elasticities used in making the Ramsey volume forecasts,” and
“long-run own-price elastic[ies).”

b. Table 11 appears to be based on “long-run own-price elasticfies].” Is this
correct? If so, please provide a version of Table 11 based on “effective
Test Year price elasticities.” If not, please provide a version of Table 11
based on “long-run own-price elastic[ies].”

RESPONSE:

a. The requested information can be found in the LOTUS files CALL.WK1 or
RAMDATA WK4, accompanying LRH-165. For your convenience, the effective Test
Year and long-run own-price elasticities are reprinted in Table 1 accompanying this
response.

b. Table 11 is based on both the long-run and the effect Test Year price elasticities.
The long-run price elasticities are used in the calculations of the Ramsey prices. These
elasticities reflect mailer valuation of each postal product. Effective Test Year
elasticities are used in the calculations of the Ramsey and non-Ramsey volumes.
These elasticities closely approximate the change in volume that would be expected to
occur in the Test Year, given a change in rates that occurs on the first day of the Test
Year. They were employed as a simplification instead of projecting volumes using the
current and lagged elasticities as done in the volume forecasts of Postal Service
witnesses Tolley and Musgrave. Please see my testimony at pages 41 through 44 for a

discussion of the use of effective Test Year elasticities in my volume forecasts.
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A version of Table 11 based entirely on the long-run price elasticities would yield
incorrect forecasts of Test Year volume. A version of Table 11 based entirely on the
effective Test Year price elasticities would yield correct volumes, but the ﬁamsey prices
would not be based on the estimated elasticities of demand. Accordingly, there is no

point in providing the versions of Table 11 that were requested in this interrogatory.

B



‘ TABLE 1
# RESPONSE OF POSTA"  :../CE WITNESS BERNSTEIN
TO OCA/USPS-T31-11(.

Efasticities Used in Calculation of Ramsey Prices

(USPS-T-31)
Own-Price Own-Price
Elasticities for Volume Calculations Elasticities for Price Calculations
First-Class Letters Total -0.175905 -0.232492
First-Class Cards Total -0.620961 -0.862674
Priority Mail -0.596004 -0.770488
Express Mail -1.140566 -1.533788
Periodicals In County -0.428748 -0.529948
Periodicals Nonprofit -0.178703 -0.227917
Periodicals Classroom -(.889888 -1.178481
Periodicals Regular -0.092997 -0.143253
Standard A Single Peice -0.510956 -0.654259
Standard A Regular -0.335303 -0.381623
Standard A ECR -0.436161 -0.597746
Standard A Nonprofit -0.112126 -0.135814
Standard A Nonprofit ECR -0.112126 -0.135814
Standard B Parcel Post -0.844828 -0.964629
Standard B Bound Printed -0.218267 -0.335170
Standard B Special Rate -0.318024 -0.362037
Standard B Library Rate -0.437038 -0.634333
Registered -0.317230 -0.413445
Insured -0.068253 -0.104734
Certified -0.195546 -0.286961
coD -0.118573 -0.182012
Money Orders -0.312525 -0.391377

905
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JCA/USPS-T31-12. Please provide in hard copy a step-by-step calculation of the
Ramsey prices for Express Mail using:

a. “effective Test Year price elasticities”
b. “long-run own-price elasticities”
RESPONSE:

As explained in my response to OCA/USPS-T31-11, Ramsey prices are
calculated using long-run price elasticities and Ramsey volumes are calculated using
effective Test Year price elasticities, which serve as a close approximation of the more
complex volume forecast approach employed by witnesses Tolley and Musgrave. |
have no calculation of separate Express Mail Ramsey prices requested in this
interrogatory since in (a), the price would not be the Ramsey price and in (b), the

'olume forecast of Express Mail would be incorrect.

In regards to a step-by-step calculation, Ramsey prices are computed through an
iterative procedure that does not lend itself to a step-by-step presentation. The
Ramsey computer program simultaneously solves for all Ramsey prices for a given
leve! of leakage (k), projects the volumes of all mail products at these prices, .
recalculates the Ramsey prices based on these new volumes (since the Ramsey prices
of products with inter-dependent demands depend on product volumes), and once a set
of consistent Ramsey prices and volumes are generated, checks to see if the Ramsey
net revenue requirement is satisfied. If not, the iterative process is repeated until the k
value that satisfies the Ramsey net revenue requirement is found. The computation
requires hundreds, perhaps thousands of individual iterations on price, volume, and net

revenue and cannot possibly be presented in hard copy form.
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JCA/USPS-T31-13. Please refer to page 60 of your testimony. You explain that the
price you calculate for Express Mail is not a simple Ramsey price, but is higher because
the Ramsey price would not yield enough revenue to cover incremental cost.

a. What was the calculated Ramsey price for Express Mail?

b. How was the constrained price, which is high enough to cover the
incremental cost ($11.2947) calculated?

RESPONSE:

a. The calculated price of Express Mail using the Ramsey pricing formula is found
by removing the price constraint from the MATLAB program and re-running the Ramsey
computer algorithm. When this was done, the resulting unconstrained Ramsey price of
Express Mail was $7.0420, yielding a mark-up of about seven percent above marginal

_ cost, consistent with the product’s own-price elasticity of -1.534.

b. 5 Table 7 at page 40 of my testimony shows that the Test Year before-rates
incremental costs of Express Mail are $727.1 million and the Test Year before-rates
volume variable costs of Express Mail are $423.481 miilion. The ratio of incremental
costs to volume variable costs ($727.1 million/$423.481 million) is 1.717. The price of
Express Mail was set at 1,717 times the volume variable costs per piece of this product,

thereby providing a mark-up that satisfied the incremental cost test.
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UPS/USPS-T31-1. Please refer to page 2 of your testimony, lines 2 though 11. Please
confirm that the purpose described there was the primary objective for your analysis
and the purpose described on lines 12 through 15 was a secondary objective. If not

confirmed, please explain.

RESPONSE:

The purpose described at lines 12 through 15 — “providing a guideline for postal
pricing based on the principle of economic efficiency” — is a secondary purpose in the
sense that a full appreciation of this purpose requires that the first purpose of my

testimony be fuffilled. ! do not consider it to be of secondary importance, however.

l
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UPS/USPS-T31-2. Please refer to Table 11 on page 55 of your testimony.

a. Please confirm that not all prices listed there are Ramsey pricés. If not
confirmed, please explain.

b. Please list all prices in Table 11 that are not Ramsey prices and the
reasons why substitutes were used.

c. Will substituting alternative prices for Ramsey prices for some subciasses
of mail change the other prices shown in Table 11 so that they are
different from what they would be if Table 1 only showed the rates
resulting from application of your Ramsey pricing formula?

RESPONSE:
a. Confirmed.
b. The prices of the six preferred subclasses of mail — Periodicals in-county,

cltassroom and nonprofit; Standard bulk nonprofit and bulk nonprofit ECR, and library
raie — are not Ramsey prices because the prices are based on the requirernents of the
Revenue Forgone Reform Act {(RFRA). In addition, the price of Periodicals Regular
mail, io which the prices of the preferred categories of Periodicals mail are tied, is not
its Ramsey price for reasons discussed in my responses to ABP/USPS-T31-2 and
NAA/USPS-T31-18.

The prices of Express Mail and Registered Mail were set at a level sufficient to
cover these products’ incremental costs for reasons discussed in my response to
NAA/USPS-T31-6.

The prices of Insurance and COD were set so as to have a mark-up that was ten

percent greater than the mark-up on the First-Class letter subclass following the

reasoning presented in my testimony at page 61, line 22 to page 62, line 6.
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c. If the combined net revenues earned from the products discussed in sub-part (b)
at their constrained prices are different than the combined n'et revenues eamed at their
Ramsey prices, then the Ramsey prices of the other remaining products would be
affected. If the combined net revenues at the pure Ramsey prices were less than at the
constrained Ramsey prices, then the Ramsey prices of the other products would be
somewhat lower since less net revenue would have to be earned from these products.
Conversely, if the combined net revenues at the pure Ramsey prices is more than at
the constrained Ramsey prices, the other products would have lower Ramsey prices.
Note, however, that the constraints imposed on the six preferred subclasses by
the RFRA are constraints that any postal rate schedule must satisfy. To the extent that
the RFRA keeps the prices of the preferred subclasses lower than they would otherwise
be, the prices of the other mail products must be higher, a fact that holds true whether
Ramsey or non-Ramsey rates are proposed.
- Regarding the other four mail products for which a constrained Ramsey price is
imposed, Express Mail and Registry mail have constrained prices higher than their
Ramsey prices while Insurance and COD have constrained prices lower than their
Ramsey prices. Overall, the total net revenues from these four products at their
constrained Ramsey prices is probably not too different from the net revenues that
would be earned at their Ramsey prices, meaning that the net effect of these
constraints on the Ramsey prices of the other mail products is small. Furthermore, the
constraints on these four mail products do not affect the direction of the difference
between the Ramsey and non-Ramsey prices. That is, the constrained and
unconstrained Ramsey prices for Express Mail and Registered mail are both less than

the products’ non-Ramsey prices. Similarly, the constrained and unconstrained
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Ramsey prices of Insurance and COD are both greater than the products’ non-Ramsey

prices.

s
~y
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4. The Ramsey model presented in Library Reference H-164, concluding on-page
4, contains cross elasticities between the various postal products but does not contain
cross elasticities between postal products and the various competing nonpostal
products. Elasticities of the latter kind, however, are often included in Ramsey
formulations. See, for example, Roger Sherman and Anthony George, “Second-Best
Pricing for the U.S. Postal Service,” Southem Economic Joumal, Vol. 45 (January
1979). Also, cross elasticities to nonpostal products are included in the demand

models of parcel post, Priority, and Express Mail. See USPS-T-7, page 98 and USPS-
T-8, pages 17 and 37.

a. Please discuss the advantages and disadvantages of formulations with
and without cross elasticities of nonpostal products.

b. To the extent to which the required information is available, _plea%e
provide your best estimates of Ramsey results, including these :
elasticities.

C. To the extent to which the required inforrnation is not available, please

provide a discussion of the likely effects of including such elasticities.

RESPONSE:

- ¥

a and b. Elasticities with competing nonpostal products ¢can be included in a Ramsey
pricing model because changes in Postal Service rates can affect the demand for
competing firms' products and the firns’ profits. Thus, the Ramsey pricing task could
be re-stated as the maximization of total producer and consumer surplus, which would
then include not only the producer and consumer surplus of the Postal Service and its '
users but also the producer and consumer surplus associated with competing products.
There are two main disadvantages of including cross elasticities with nonpostal
products in the Ramsey price calculations for postal products. The first, which will be
discussed in sub-part (c), is that the Ramsey price calculations require not only the

cross elasticity between the postal product volume and the competing product's price,
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but also information on:

i) the cross-elasticity of the competing firm’s volume with respect to the postal price:
i) the own-price elasticity of the competing firm;

iii) the revenues of the competing fim;

iv) the mark-up of the competing firm's price over its marginal cost; and

v) the reaction of the competing firm’s price to changes in the postal price.

Little, if any, of the above information in readily available for the two competing
ﬁrms. that are inciuded in Postal Service demand equations, Federal Express and
United Parcel Service (UPS).

A second disadvantage of including nonpostal cross-elasticities in the Iiamsey
price calculations of postal prices is philosophical. Even if the alt the required
information were available, the resulting model would still not be a complete Ramsey
pricing model. A complete Ramsey pricing model would determine efficient prices of

postal products and related nonpostal products. See, for example, Ronald R.

- Braeutigam, “Optimal Pricing with Intermodal Competition,” American Economic

Review, Vol. 68 (1979). Yet, neither the Postal Service nor the Postal Rate
Commission has any direct control over the prices of other firms, making the exercise
theoretically interesting but of little practical value.

At the same time, market conditions may act to generate the efficient prices for
nonpostal firms, which occurs when the nonpostal firms -set price equal to marginal cost
of production. However, as will be shown in sub-part ¢, if the competing firms are
pricing at m'arginai cost, then the Ramsey prices that result with cross elasticities of
competing firms are identical to the prices that resuit without inclusion of those cross-

elasticities.
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C. A Ramsey pricing equation including competition with nonpostal finms (often
referred to as Ramsey pricing with rivalry) is presented below. Product 1 is produced
by the Postal Service and product 2 is produced by a nonpostal firm. [For simplicity,

cross-elasticities between postal products are ignored in this analysis].

Equation(1):
PMl g (a2
P, BTl gp P,

where

P, is the price of the postal product;
M, is the marginal cost of the posta! product;
E,, is the own-price elasticity of the postal product;

E., is the cross-price elasticity of the postal product with respect to the price of
the nonpostal product;

dP,/dP, is the change in the price of the nonpostal product in response to a
change in the price of the postal product;

P, is the price of the nonpostal product;
M, is the marginal cost of the nonpostal product;

E,, is the cross-price efasticity of the nonpostal product with respect to a change
in the price of the postal product;

R, and R, are the revenues of the nonpostal and postal products, respectively;
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E,, is the own-price elasticity of the nonpostal product; and

k is the Ramsey leakage constant.

A first observation is that if the nonpostal firm is pricing at marginal cost, which
mcludes a normal profit for the private competing firm, then the Ramsey equation
reduces to the inverse elasticity rule. Note that this condmon requires that the response
of the nonpostal firm to a change in postal prices (dP,/dP,) is zero, which it will be under
conditions in which the nonpostal firm is operating in a market with margina!l cost '
pricing. | ‘

If cross-_elasticities exist and the nonpostal firm is pricing above its marginal cost,
then the Ramsey price with rivalry may differ from the Ramsey price in which rivalry is
not considered. The direction of the departure depends critically on the response of the
nonpostal firm to changes in the price of the postal product. Assume for the moment
| ghat the price of the nonpostal firn does not change in response to a change in the
price of the postal product (i.e.,dP/dP, = 0). In this case, the Ramsey price of the
postal product with rivalry will be greater than when rivalry is not considered. This can
be seen by re-writing the above equation with dP,/dP, equal to 0:

Equation (2):




5072

Response of Postal Service Witness Bernstein
to
Presiding Officer's Information Request No. 1

[(P, - M,)/P]E,, is the familiar term from the Inverse Elasticity Rule (IER). The other
term on the left-hand side of the equation has a positive sign since P, is assumed
greater than M,, and E,, is assumed greater than zero. As a consequence, the
Ramsey price of the postal product (P,) will have to be higher than in the case without
rivalry to offset the positive value of the other term and maintain equality with k.

The intuition of this result is that increases in the price of the posta! product
increase demand for the nonpostal product (because of the cross-elasticity effect) and
with nonpostal price above marginal cost, this increase in demand increases the broﬁts
of the nonpostal firm. These profits would be included as part of the total. social welfare’
f-rpm Ramsey pricing. Note that “profits” here refers to “economic profits” defined as
profits above what would be expected from a normal operation. If the economic profits
are small, the effect on Ramsey prices of the nonpostal products will be smail. If the
7 dponpostal firms economic profits are substantial, then the Ramsey price of the postal
product could be meaningfully affected. However, it must be noted that if the nonpostal
firm’s price significantly departs from its marginal cost, then there is an important loss of
economic efficiency in the market for the nonpostal product.

The foregoing discussion shows that when the nonpostal firn is pricing above
marginal cost (P, - M, > 0) and the nonpostal firm’s price is unchanged by a change in
the postal product price (dP,/dP, = 0), the Ramsey price with rivalry will be above the
price without rivalry. The opposite result can occur if the nonpostal price is positively
related to changes in the postal price (dP,/dP, > 0), meaning, for exampie, that an
increase in the price of a postal product contributes to the increase in the price of the

nonpostal competing product. Under these conditions, the Ramsey pricing equation
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includes all terms with dP,/dP,. As compared with the equation without this condition, |

the following terms are included on the left-side of Equation (2).
P -M dP_P : -
el )] el e ) 2
P, dP P, P, dP, P,| R,

If one assumes for simplicity that the postal product and the nonpostal product

have approximately the same price, then P,/P, approximately equals 1. Eliminatiﬁg

this term yields the following additional terms resulting from assuming dP/dP, > 0: '
P -M dP P,-M drP,| R
L E, — ||+ a-b] 22—}, 2=
P, dp, P, dP | R,

- g The first term above is positive, but the second term is negative owing to the fact

that E,, (the own-price elasticity of the nonpostal firm) is negative. It would be quite
easy for the sum of the above terms to be negative (and meaningfully so), especially if
one considers the case where the competing firn is UPS whose revenues (R,) are

many times the revenues of either Priority Mail or parcel post (R,).

Two conclusions from the above analysis with dP,/dP, > 0 are:
1) Ramsey prices of posta! products including rivalry will be less than if dP,/dP, = 0

2) Ramsey prices of postal products including rivalry could be less than the
Ramsey prices when rivalry is not considered.
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The intuition of the second result is as follows. With dP,/dP, > 0, a change in
postal product price causes a change in the same direction (though not necessarily of
equal magnitude) in the price of the nonpostal product. If the nonpostal product price is
above its marginal cost (which is a necessary condition for any of this analysis to
matter), then there is a loss of efficiency in the nonpostal product market. If the
nonpostal price moves in the same direction as the postal product price (i.e., dP./dP,
>0), then fowening the postal product price will produce a decline in the nonpostai
product pﬁce. This decline in the nonpostal price will move that price closer toits
marginal cost, thereby increasing total social welfare. This paintis especially true if the
revenues of the nonpostal product are much larger than the revenues of the competing
postal product.

Ultimately, the Ramsey prices of postal products are affected by cross-
.Telasticities with nonpostal products only if the nonpostal firms are pricing above

marginal cost. Both Federal Express and UPS operate in competitive markets with

free entry, economic conditions that lead to marginal cost pricing. For that reason, the

Ramsey model without cross-elasticities of nonpostal firms is likely to yield results quite

similar to those that would result from a model with nonpostal fims.



5075

Response of Postal Service Witness Bernstein
to
Presiding Officer's Information Request No. 3

1. In his discussion of the refation of Ramsey pricing to the Efficient Component
Pricing (ECP) rule, witness Bernstein (USPS-T-31) uses Thress's own-price elasticities
for single-piece letters of -0.189240 and for workshared letters of -0.289173. See page
83. Since decisions by mailers to perform more (or less) worksharing are modeled by
witness Thress (USPS-T-7) with a “discount efasticity,” these two own-price elasticities
would seem to relate to the effects of price changes on guantities, with the level of the
discount remaining constant.

The Ramsey formulas, however, contain traditional own-price elasticities defined
as the change in quantity divided by the change in price, time the price-quantity ratio,
other relevant variables remaining unchanged. When considering the Ramsey formulas
for single-piece mail, one of the other relevant variables that remains unchanged is the
price of workshared mail. Since this latter price remains unchanged, an increase in the
price of single-piece mait will increase the discount by an equa! amount. Accordingly,
the change in quantity that enters into the numerator of the elasticity has two
components. The first is the change in quantity of single-piece mail due to the price
increase itself and the second is the change in quantity due to mailers that decide to
workshare. When added, these components can provide a large numerator and
therefore a large elasticity.

It appears that witness Bernstein used the lower elasticity of -0.189240 rather
than the larger elasticity that would result from adding the two effects just discussed.

" 7Please explain which elasticity is relevant to Ramsey calculations and hcw the result
would be affected by using one elasticity instead of the other. Also, please specify and
explain the cross elasticities that were used to obtain the Ramsey results shown in
Table 17 on page 87.

RESPONSE:

From a conceptual standpoint, the own-price elasticity in Ramsey price
calculations relates to the issue of leakage. Leakage refers to the loss of mail volume
that results from an increase in price and the resulting loss of consumer surplus and

~ decline in Postal Service net revenues. Witness Thress’s discount elasticity measures
the shift of volume between single-piece and workshare mai! in response to a change in
the workshare discount but — importantly — the elasticity is calibrated so that there 's no

change in total volume. Hence, there is no leakage in the sense of a decline in mailer
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use of First-Class letters from a change in the discount. For that reason, the discount
elasticity is not included in the calculation of the Ramsey prices of single-piece and
workshared letters.

At the same time, the shift of mail between single-piece and workshared letters,
while having no effect on total volume, will affect net revenues of the Postal Service. In
other words, the discount elasticity effect is not an issue of volume, but of cost, with a
change in the discount affecting Postal Service cost and mailer user cost. Therefore,
the effect of the discount elasticity is included in the calculations of total volumes of
single-piece and workshared letters and total Postal Service net revenues from the
First-Class letter subclass.

If, hypothetically, the demand model did include own- and cross-price elasticities,
- the own- and cross-price elasticities of single-piece mail (and similarly modeied
workshare mail) would have been included in the Ramsey price calcufations, following
the standard formula with interdependent demands. Most likely, such a formulation
would have led to a higher own-price elasticity of single-piece mail leading, in itself, to a
lower Ramsey price for this category. But, the presence of the cross-price elasticity

between single-piece and workshared mail would have led to an offsetting increase in
the Ramsey price. Similarly, including a cross-price elasticity with single-piece mail in
‘the demand equation for workshare mail would most likely increase the workshare own-
price elasticity, but the combined impact of the higher own-price elasticity and cross-
price elasticity would leave the Ramsey price of workshare letters largely unaffected.

An effort was made to convert witness Thress's discount elasticity into a

traditional cross-price elasticity measure. This effort was unsuccessful because a
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constant percentage change in the discount does not correspond to a constant
percentage change in the price of either single-piece or workshare mail, making any
local approximation of the cross-price elasticity quite inaccurate when category prices
change to a meaningful degree.

To summarize, the own-brice elasticities of singie-piece and workshare mail are
used to calculate the Ramsey prices of these categories because the own-price
elasticities measure the loss or gain in volume that occurs when category prices
change. Once a set of Ramsey prices was established, the discoﬁnt elasticity was
included (along with the own-price elasticities) to generate a volume forecast and check
to see if the net revenue requirement was satisfied. Through an iterative process,
Ramsey prices and a resulting workshare discount were found that satisfy the Ramsey

revenue requirement for the First-Class lefter subclass.
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2. On page 85, witness Bernstein (USPS-T-31) notes: “A key assumption of the
price calculation is that when the a piece of mail shifts from single-piece to workshare,
the postal marginal cost of that mail falls from the single-piece marginal cost of $0.2323
to the workshare marginal cost of $0.0991. thereby saving the Postal Service ...
$0.1333 per piece.” Please provide any evidence available supporting the position that
the savings to the Postal Service for likely-workshared mail is in the neighborhood of
13.33 cents per piece and, separately, supporting the position that the relevant savings
is not in the neighborhood of the current 6-cent discount level (the latter figure being
discussed on page 81).

RESPONSE:

The Postal Service's cost savings from matler workshar.ing may be less than the
difference between the average postal costs of single-piece and workshared mail, as |
noted in my discussion at pages 81-82 of my testimony. As | stated at page 81, lines
21-23. “ the type of mail that is most likely to shift from single-piece to workshare mail is
;robably relatively low cost single-piece mail.” In this case, the Postal Service cost
savings from mailer worksharing would be less than the difference betv;saen the average
costs of single-piecé and workshared mail.

Nevertheless, in order to make empirical calculations | needed to make
assumptions regarding the cost savings from mailer worksharing. The 13.33 cent
{actually closer to 13.32 cent) difference between the average costs of single-piece and
workshare mail was used in my calculations, primarily so as to compare the resulting
Ramsey workshare discount to the ECP discount. Please see my response to part 3 of
this information request for more discussion of this issue.

All the same, as this question suggests, from within the nonworkshared category,
one could, in theory at leas{, identify the mail that is more likely to becorne workshared

if the discount is increased. This is what | presume to be “likely-workshared.”
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Furthermore, if the costs and volumes of this “likely-workshared”™ mail could be
determined and if the per piece cost of likely-workshared mail differed from the per
piece cost of all nonworkshared mail, then this cost estimate might provide a basis for
estimating the Postal Service cost savings from worksharing.

It is my understanding that the foregeing line of reasoning is consistent with the
use in this case of bulk metered letter mail as the benchmark used to design
worksharing discounts (see the testimony of David Fronk, USPS-T-32 at pages 19-21).
There, the costs of bulk metered letter mail are used as a proxy for the average costs of
“likely-workshared™ mail. | am informed that the best available estimate of the cost of'
bulk metered letter mail is between 16.19 and 18.78 cents per piece. | understand that
the development of this estimate will be presented in a separate portion of the response
13 this question. Given this information, it would appear that the Postal Service savings
from mailer worksharing could be approximated as the difference betwee-h the per piecer
cost of bulk metered mail and the 9.91 cent per piece oc;st of workshared mail, orin the
range of 6.28 to 8.88 cents per piece. This cost difference is lower than the 13.32 cent
cost used in the empirical calculations in my testimony (thdugh it is greater than the six
cent cost difference suggested in this interrogatory), but is consistent with the

conceptual discussion presented at pages 81-82.
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3. On page 88, witness Bernstein develops an estimate of the technical losses
caused by the Ramsey workshare discount of 14.38 cents when the ECP workshare
discount is 13.32 cents, the latter figure being the difference between the Postal
Service cost between the single-piece and workshare category. Please develop the
technical losses caused by a Ramsey discount for a situation where the Postal
Service's savings (and the associated ECP workshare discount} are in the
neighborhood of 6 cents instead of 13.32 cents.

RESPONSE:

This question appears to be asking for a recalculation of the Ramsey prices of
single-piece and workshared letters under the condition that the difference between the
postal marginal costs of mail that shifts between these two categories is approximately
six cents. However, in order to calculate the net revenues that result from the Ramsey
prices, one must know the per piece costs of all single piece and all workshare mail and
. snot just the difference in the costs that results when a piece of mail shifts from single-
piece to workshare. The Postal Service reports that the per piece cost of single-piece
mail is approximately 23 cents and the per piece cost of workshare mail is
approximately 10 cents. It is not possible to calculate prices under the conditions that
one category has a cost of 23 cents, the other has a cost of 10 cents, and the
difference between 23 cents and 10 cents is 6 cents.

Perhaps the hypothesis is that there are three types of First-Class letter mail as |

suggested at page 77, line 18 to page 78, line 12 of my testimony. One type of First-
Class letter mail is mail that will never be workshared for any reasonable level of the
discount. By this | mean that the volume of this mail is affected by its own-price through
an own-price elasticity effect but the discount elasticity effect is zero. A second type of

First-Class letter mail is mail that will always be workshared for any reasonable level of
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the discount. The volume of this mail is affected by its own-price but is not affected by
changes in the workshare discount. The third type of First-Class letter mail is that mail
which shifts between single-piece and workshare depending on the level of the
discount.

Given this formulation, it may be the case that the always single-piece mail has
one postal marginal cost, the always workshére mail has another postal marginal cost,
and the shifting mail has two postal marginal costs, one cost if the mail piece is
workshared and a different cost if it is not. Furthermore, it couid be the case that the
difference between the single-piece and workshared postal marginat costs of this
shifting mail is six cents, while the difference between the marginal costs of the always
single-piece and always workshare mail is quite a bit more than six cents.

i Unfortunately, | have no information on the postal costs of the always single-
piece and always workshare mail. The postal cost of all single-piece letter mail is
approximately 23 cents per piece, but this mail is a mix of (presumably) higher cost
always single piece mail and lower cost shifting mail that was sent as single-piece at
the current discount. Similarly, the postal cost of all workshare letter mail of
approximately 10 cents per piece could be a mixture of the (presumably) lower cost of
always workshare mail and the higher cost of shifting mail that was sent as workshare
‘mail at the current discount.

Although the above formulation does not lend itself to empirical analysis, it does
provide a framework for reviewing what can and cannot be accomplished by application
of the Efficient Component Pricing (ECP) rule. ECP minimizes the tota! cost of

providing mail service by establishing the workshare discount that provides incentives
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for the party (the Postal Service or the mailer) with the lower cost of performing the
workshare activity to perform th_at activity. The ECP discount, given the above
discussion, is six cents. But establishing the cost minimizing discount tells us nothing
about the proper prices of single-piece and workshared letters. A 33 cent single-piece

. price and a 27 cent workshare price will yield a cost minimizing allocation of workshare
-activity. But cost minimization is also achieved with a single-piece price of 43 cents and
a workshare price of 37 cents, or with any other price combination that yields a price
difference of six cents. Yet, it would be little comfort to mailers to establish the cost
minimizing discount while at the same time establishing woefully inefficient prices for
single-piece and workshare letters.

To further understand this point, suppose that 49 percent of letter mail is always
~ single-piece mail, another 48 percent is always workshare mail, and only 2 percent is
shifting mail. The ECP rule would establish the cost minimizing price (discount) for the
2 percent of the mail that is actually affected by the workshare discount, while leaving
unresolved the proper prices for the 98 percent of First-Class letter mail volume which,
in this hypothetical, is unaffected by the workshare discount. The point is, one cannot
independently set the price of single-piece mail, the price of workshare mail, and the
workshare discount. Establishing any two of these prices automatically determines the
third, and as a consequence some trade-offs between efficient category prices and the
efficient discount must be recognized.

These trade-offs were found in my empirical work which assumed that the ECP
discount was equal to the 13.32 cent difference in the marginal costs of single-piece

and workshare mai!. The Ramsey price difference (or discount, after adjusting for the
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affect of extra ounce charges) was found to be 14.38 cents, larger than the ECP rule
would dictate. This occurred because the efficiency gains from assigning a higher
mark-up to less elastic single-piece mail outweighed the small loss resulting from some
degree of misallocation of workshare acitivities.

The difference between the Ramsey and the ECP discount was found to be fairly
small (on the order of one cent) for two reasons. First, the own-price elasticities of
single-piece and workshare mail are not substantially different and second, the discount
elasticity is sufficiently large to make the volume of shifting mail important relative to the
volumes of always single-piece or always workshare mail. One could, however,
envision a situation in which the discount elasticity (or cross-price elasticity) is quite
sﬁall and the own-price elasticity differences are quite large so that the Ramsey prices
- would yield a discount quite a bit different from the ECP discount.

Returning, at last, to the question posed in this information request - a
recalculation of the technical losses if the Postal Service’s cost saving from worksharing
is 6 cents per piece. As | stated earlier in this response, Postal Service cost information -
does not lend itself to an empirical analysis of the hypothesis that the cost saving from
worksharing is equal to six cents per piece. Nonetheless, in an effort to be responsive,
| have analyzed the purely hypothetical case in which the difference between the postal
cost per piece of all single-piece mail and all workshare mail is 6 cents. To do this, the
Sefore-rates total volume variable costs of First-Class letter mail were re-attributed in a
way that yields the same total cost but only a 6 cent per piece cost difference. This is
done by solving the following equation where X is the per piece cost (in clollars) of

single-piece letters and X minus 0.06 is the per piece cost of workshare letters:
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Total Volume Variable Cost = Single-Piece Volume«X + Workshare Volumes[X - 0.06]
$16,753.647 million

54,394 309 millioneX + 41,506.989 millions[X - 0.06]

The resulting volume variable (marginal) costs per piece are 20.0665 cents for

single-piece letters and 14.0655 cents for workshared letters. Note that the above

costs for single-piece and workshare letters were solved for mathematically and are not

based on any information from the Postal Service regarding these category costs.

Accordingly, the present analysis i$ merely illustrative.

Hypothetical Ramsey Prices with Six Cent Cost Difference

Using the above costs; | was able to recalculate Ramsey prices for these two

mail categories under the assumption that the Postal Service's savings from

worksharing are equal to 6.0 cents per piece. The resuits are shown in Table 17-A.

[assuming new postal maginal costs

Table 17-A
Before-Rates and Ramsey Prices of Single-Piece and Workshared Letters

Before-Rates | Postage Postal Test Total Total Net
Price MC Year Revenue Cost Revenue
FWi Volume
Single-Piece $0.3934 | $0.2007 54394 | $21,398 1 $10915| $10,483
Workshare $0.2691 1 $0.1407 41,507 ] $11,169 $5,839 $5,330
Total Letters 95901 | $32,567 | $16,754 | $15813
Ramsey Postage Postal Test Total Total Net
After-Rates Price MC Year Revenue Cost Revenue
Fwi Volume
Single-Piece '$0.4125 | $0.2007 53,300 | $21,985| $10595| $11,290
Workshare $0.2822 | $0.1407 42,006 | $11,856 $5,909 $5.947
Total Letters 95306 | $33,841 | $16604 | $17.237
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b. The Ramsey Workshare Discount
The Ramsey workshare discount is equal to the difference between the Ramsey
FWI of single-piece letters and the Ramsey FWI of workshare letters, less 6.43 cents to
account for the differing effects of extra charges on these FWI prices. The difference
between the Ramsey FWI prices using the new marginal costs as shown in Table 17-A
is 13.03 cents (41.25 cents minus 28.22 cents), which yields an efficient discount of
about 6.60 cents (13.03 cents minus 6.43 cents). Note that as was shown in the
original Table 17, the efficient discount is slightly greater than then ECP discount.
c. Technical Losses Resulting from Non-ECP Discount
With a Rarhsey discount somewhat greater than the ECP discount, some
misallocation of worksharing activity occurs. Mailers with a user cost of between 6.0
-and 6.6 cents would be induced to workshare, even though their user cost is greater
than the assumed cost savings from worksharing realized by the Postal Service. This
additional volume of single-piece mail that shifts to workshare can be estimated by
applying the single-piece discount elasticity of -0.146183 to the ratio of the Ramsey
discount {6.60 cents) to the ECP discount (6.0 cents). The result is that 1.38 percent of
single piece mail shifts to workshare mail as a result of the larger than ECP discount.
Multiplying the before-rates volume of single-piece mail of 54,394 million pieces by
0.0138 yields the result that 751 million pieces of single-piece mail is workshared by
. mailers with é user cost in excess of the Postal Service cost savings. The technical
losses from this misaliocation is equal o the difference between the mailers’ user costs
and the Postal Service's 6 cent cost savings. Misallocation of workshare activity

occurs by mailers with user costs between 6.0 and 6.6 cents, the simple average of
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which is 6.3 cents. Thus, on average 751 million pieces of mail are bearing an
additional cost of 0.3 cents per piece, a total technical loss of aﬁout $2.3 million. As
was the case in my original testimony, the technical loss from a discount different from
the ECP discount appears to be quite small.

Note that the foregoing illustrative analysis suggests that there is little difference
between the current six cent workshare discount and the Ramsey efficient workshare
discount, given the hypothesis of a six cent difference in the costs per piece of single-
piece and workshare mail. Even if this were the case, the result does not affect the
gains in consumer surplus of $1,023 million, realized from the Ramsey pricing of the
First-Class fetter subclass and the other mail subclasses and special services
considered in my testimony.

F
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CHATIRMAN GLEIMAN: Does any participant have
additional written crogss-examination for the witness?

[No response.]

CHATRMAN GLEIMAN: If not, that brings us to oral
cross-examination.

Two participants, the Association of Alternative
Postal Systems and American Businesg Press, have requested
oral cross-examination and McGraw-Hill has requested
followup of the witness.

Is there anyone else who wishes to cross-examine
the witness?

[No response.]

CHAIRMAN GLEIMAN: If not, then we will proceed
with AAPS, Ms. Blair.

CROSS EXAMINATION

BY MS. BLAIR:

Q Good morning, Mr. Bernstein. My name is Bonnie
Blair and I am appearing on behalf of the Association of
Alternate Postal Systems.

Would you turn, please, to page 55 of your
testimony, Table 117

A I have it.

Q Focusing on the column that's labeled Volume, or
the two columns labeled Volume, are the figures shown in the

volume columns amountg for service provided by the Postal

ANN RILEY & ASSQOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
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Service?

A Yes, they are.

0 And focusing specifically on the standard ECR
line, this indicates an increase in volume from 30,986,000
to 42,218,000 as a result of the change to Ramsey pricing;
is that right?

A That's correct.

0 And again, this would be a shift in volumes of the
service provided by the Postal Service, correct?

A I'm not sure I would use the word "sghift." It is

an increase in volume.

0 Provided by the Postal Service?
A Provided by the Postal Service, yes.
Q And are these veolumes used to calculate the

changes in consumer surplus that are shown in your Table 13
on page 707

A Yes, they are.

Q Let me ask you to turn back now to page 68 cof your
testimony and in particular I would like you to focus on the
second part of the contribution to consumer surplus that you

discuss at that page, do you see that?

y:\ Is that -- the second part, yes, I do see it.

Q It starts about line 3.

A I see it, vyes.

Q You talk about the second component ¢f a change in

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202) 842-0034



10
11
12
13
14
15
16
A7
18
19
20
21
22
23
24

25

5089
consumer surplus being related to a change in volume; is
that right?

A Yes.

Q And when volume increases, that contributes to an
increase in consumer surplus, correct?

A It does, yes.

Q Now the consumption increase that you're referring
to there or a volume increase that you're referring to
there, does that mean an increase in the total use of the
product by consumers?

A It means an increase in the volume of standard ECR
mail. That is the product. I'm not Sure/QYhJj:RTMAHWﬂﬂJLAHArﬁ,
Wuu,o‘b,m-ﬂﬂ/w—w

Back to the increase in volume of ECR mail that we
talked about that's shown in Table 11.

A Right.

Q Do you know whether any portion of that increase
reflects a change to ECR mail by consumers that previously
were delivering their pieces through some alternate form of
delivery?

A I don't know that. It doesn't really matter, in
that the demand curve measures the value of ECR mail to
consumers whether their decision to send more comes from a
decisicn just to send more mail that they would not have
sent otherwise, or if it is a result of them choosing to

send mail via the Postal Service instead of some other

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
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method doesn't matter, that's all embedded in the demand
curve.

Q So that a substantial portion of the shift from
30-some million to 42-some million could be a shift from use
of alternate delivery systems to ECR mail; is that correct?

A Well, you ask a substantial portion could be. I
suppose it could. I have no reason to think that a

substantial portion is.

Q Do you have any idea one way or the other how
much?

y:\ I have no quantification of that; no.

0 Let me ask you to lccock at page 75 of your
testimony.

A I have it.

Q The sentence that begins on line 10, there is no

economic principle that argues that the price difference
between First Class letters and standard A letters should

equal their cost difference. Do you see that line?

A Yes, I do.
Q Is equity an economic principle?
A Within the context of my testimony, I suppose I

use the terms economic principle and economic efficiency
interchangeably. Whether equity is an economic principle or
not depends I suppose on what you define as the realm of

economics, so I -- some people in some economics textbooks,

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202} B842-0034



10

11

12

13

14

15

20
21
22
23
24

25

5091

equity issues are addressed, and I suppose by that measure

then it is an economic principle. But it's not an economic

principle in terms of my viewing it in this testimony.

Q

Ig it an economi

¢ principle as you use that term

in the sentence on page 75?

A

Q

A

Chairman.

Q

Bergin.

Equity?
Yes.

No, it is not.

MS. BLAIR: I have no further questions, Mr.

CHATRMAN GLEIMAN: American Business Press.

No cross examination?

Any followup?

Mr. Bergin, now!'

s the time.

CROSS EXAMINATION

BY MR. BERGIN:

Good morning, Dr. Bernstein. My name is Tim

I represent the McGraw-Hill companies.

I just wanted to follow up that last line of

questioning a little bit,

your testimony.

4

Q
A
Q

if I could refer you to page 27 of

I have it here; yes.

I'm referring to lines 11 through 13.

Yes.

Now as I understand it, you state there that the

ANN RILEY & ASSOCIATES, LTD.
Court Reporters

1250 I Street,

N.W., Suite 300

Washington, D.C. 20005

(202)

842-0034



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

5092
greater the leakage for product I, which has the greater own
price elasticity of demand, that shows that raising the
price for product I is, and I gquote you, more harmful to
consumers than raising the price of product J, which has a
lower own price elasticity.

A Ahh -- yes. Do you want me to elaborate on that
or just agree? I can elaborate. It's more harmful to
consumers in the sense of the harm imposed on consumers
relative to the increase in net revenues that that price

increase causes, so that --

Q I think I understand.
A Right.
Q And I want to focus on this concept of more

harmful to consumers as opposed to the efficiency concept
which you also refer to in this passage.

A Ckay.

Q Now a change in the elasticity -- excuse me, the
low elasticity of product J may simply reflect a lack of

alternatives. Is that not correct?

A That might be a factor; vyes.

Q In other words, a de facto monopoly situation?

A That could be the result; yes.

Q In which consumers would be subject, not accusing

the Postal Service of this, but of price gouging or abuse?

A I wouldn't say that that is consistent with the

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202) 842-0034



10

12

12

13

14

15

16

18

19

20

21

22

23

24

25

5093
idea of price gouging or abuse. The demand might be less
elastic for many reasons, one of which might be that there's
a 1imit-ef-2)on the alternatives. That doesn't necessarily
lead to a conclusion that there's price gouging,
particularly in a case where the entity, in this case the
Postal Service, is regulated to generate revenues equal to
costs. An unregulated monopolist could then charge an
extremely high price perhaps, but that's not the condition
here.

Q Well, I understand, and I was trying to keep it on
a general level.

A Well, the term price gouging has no real meaning
in economics. It's a somewhat subjective meaning. A
consumer feels he has been gouged by a muffler repair shop,
but there's no meaning in that in economics.

Q If I understand you correctly, you're saying that
in the situation with which we're presented, if the Postal
Service were to take advantage of a de facto monopoly and
raigse prices unduly, we have the Commission here to step in
and mitigate the price increase to impose fairness to
counteract perhaps the --

A Whether --

Q Efficiency considerations.

A No, that's not even the case. The efficient

prices are not the prices that an unregulated Postal Service

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
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would charge. If the Postal Service could set its own rate
of First Class letters and could do so in a way to maximize
its profits, there was no regulatory constraint on earning
profits, the price would be considerably higher I suspect
than the efficient price.

Q Now to continue with your passage on page 27, the
high elasticity of product I may reflect the availability of
suitable alternatives. 1Is that correct?

A Again it might; yes.

Q Such that in response to an increase in the price
of I consumers would simply consume more of the alternative
rather than product I.

A Well, they would be harmed by that price increase
because the fact that they're consuming product I means they
prefer to consume product I. If the price of product I were
raised, consumption would fall, and conceivably some
consumers would consume another product K, another postal
product or a nonpostal product, if that's what you're
considering. Yes, they would still be worse off, because

they've been forced away from their desired consumption of

product I.
Q To an alternative product.
A Yes.
Q Which is not their first choice.
A Right. If people don't consume, they have the
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money, and the money if they -- the consumers who don't
consume product K, this alternative product, when they don't
consume product I, the money they spent on product I, they
have to consume on something else, whether it's a postal
product or something else. The money doesn't disappear
obviously.

Q Well, my question is this. In the case of product
I, I grant you in some sense the consumer is potentially

harmed to some degree by a price change, it has to switch to
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an alternative product. In the case of product J,

consumer has nowhere to go,
much, the consumer is trapped, you have these two different
gituations. You know,
situations it's not necessarily more harmful to raise the

price of product I than to raise the price of product J?

A Well, let me explain that --

Q Or harmful to consumers, I should say.

y: Right, I understand what you're saying. Let me
explain that in terms of the original statement. It is the

harm to consumers relative to the increase in net revenues
that's generated. That is, we have to be raising prices
above marginal cost to satisfy the break-even constraint.

In the case of an elastic product, which either

the

the price is increased however

is it fair to say that in these

because of their alternatives or not, when prices --

consider the case of alternatives.
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consumer you say can switch to an alternative. 1In that
sense they are not severely harmed. At the same time,
because they can switch, there isn't an increase in revenue
for the Postal Service, or the increase in net revenue is
small.

So the issue is not so much the harm to the
consumer in an absolute sense, but the harm to the consumer
relative to our satisfaction of the break-even constraint.
That's this Ramsey leakage constant idea that looks at the
dollar of harm relative to the, you know, satisfaction of
the revenue constraint. So that is harmful to consumers
because there's very little accomplished in the sense of
satisfying the revenue constraint, and if you're not
satisfying the revenue constraint, you have to keep pushing
up prices until you do. So raising the price of an elastic
product does little to or less to satisfy the revenue
constraint, therefore forcing you to continue to raise
prices, and that is harmful to all consumers as well as the
consumers of this product.

Q So If I understand correctly, in your testimony on
the page that we are discussing, you are not referring to
harm to consumers, particular consumers, in an absolute
sense?

A It is the harm to consumers, yes, relative to the

satisfaction of the revenue constraint, which is the binding
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constraint that the Postal Service must satisfy, the
break-even constraint, and so it is a question of, you know,
extending down the simple analysis of what harm is imposed
on consumers as you get to that satisfaction of the revenue
constraint -- so it is a dollar of harm relative to a dollar
of gain in net revenue and that is the sense of something
being harmful.

)6 If taken to the extreme, if you rose a price of a
product and you received no net revenue for the Postal
Service then even if the harm to the consumer was small, it
accomplished nothing in terms of our ultimate goal of
satisfying the revenue constraint, and so it is a complete
loss to consumers.

They pay a price and they get no benefit in the
sense that there is no movement towards satisfying the
revenue constraint.

Q Is it fair to say that your concept of harm to
consumers in this context ig an economic concept which
considers the revenue effects on the Postal Service as well
the effects directly on the consumer?

A Yes. It's an economic concept, the idea of
minimizing the total burden on consumers total to satisfying
the revenue, the break-even constraint of the Postal
Service, so it is both sides of that.

Q So when you talk here about harm to consumers, you
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are not necessarily addressing the concept of equity as a
layman might approach it or a regulator might approach it?

A No. I am not sure what -- there are many
different definitions of equity, you know. Within the
economic concept that I use there is this idea of having
this constant leakage, which is an equity concept that at
the margin the burden on consumers relative to the gain in
net revenue is the same for all products.

Maybe that is equity, but I can certainly see
there are other definitions of equity which I don't include
in my analysis.

Q Thank you, Dr. Bernstein.
A Sure. I have to, for the record, you promoted me.
I am not a doctor, but that's all right.

CHAIRMAN GLEIMAN: But an almost.

THE WITNESS: An almost, yes.

CHAIRMAN GLEIMAN: Is there any further follow-up?

[No response.]

CHAIRMAN GLEIMAN: TIf not, that brings us to
questions from the bench.

There are quesgtions from the bench.

I enjoy being exposed to economic theory in my
current job. Sometimes I hear things that I sort of kind of
understand, but on the other hand they're counter-intuitive

because I am not an economic theorist, just a real person
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who goes to the muffler shop and gets gauged sometimes.

[Laughter.]

CHAIRMAN GLEIMAN: I make a pretty hefty salary --
not as high as a lot of people in the Postal Service but it
is more than I ever expected to make when I started out.

If I go to the muffler shop and get hit up for
$150 or $200 bill, I could be pretty upset. I might say I
was gauged.

If someone who makes minimum wage goes to the
muffler shop and has to pay that same $150 or $200 for the
same type of repair, that person might feel they were
gauged.

Does my $150 to $200 have the same value?

THE WITNESS: Well, certainly it does to the
muffler shop.

CHAIRMAN GLEIMAN: What about to me versus the
individval who makes minimum wage? Is a dollar a dollar?

THE WITNESS: A dollar is a dollar, yes. Now the
question is are people's feelings about those dollars
affected by how much money they have?

I suppose they might be, but I think the example
in terms of postal ratemaking --

CHAIRMAN GLEIMAN: In terms not of postal
ratemaking. I am talking about the theories that underlie

Ramsey pricing which discuss economic efficiency.
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THE WITNESS: I think the dollar is a dollar
concept is important to Ramsey pricing but it is important
to the concept of efficient pricing in the absence of Ramsey
pricing, the idea that price equals marginal cost is
efficient in the competitive market treats dollars of
consumers and dellars of producers as equal deollars.

CHAIRMAN GLEIMAN: Without regard to the value to
individual consumers?

THE WITNESS: Well, without regard to a subjective
value of individual consumers, yes.

The idea that if you decide that a dollar is not a
dollar, then you can argue that, well, if consumer dollars
are more important than producer dollars then prices should
be below marginal cost, and if producer dollars are more
important than consumer dollars, then prices should be above
marginal cost, and then basically you say any price system
is acceptable if you decide that the dollars are weighted in
such a way to make it work out as such.

So the dollar is a dollar idea is not something
limited to Ramsey pricing analysis. It is pretty
fundamental to all of economic analysis.

CHAIRMAN GLEIMAN: But it doesn't take into
account the value to an individual?

THE WITNESS: In terms of what I would consider

fairness --
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CHAIRMAN GLEIMAN: To society as a whole.

THE WITNESS: -- the fairness criteria, which I
think is what you are saying, it does not, and neither does
economics in general.

CHATIRMAN GLEIMAN: Okay. Now let's move on to

postal pricing, which you wanted to speak about a moment

ago.

In your table you list the after-rates Ramsey
prices, and one of the areas that you have -- you have it
for almost every area -- but you have regular rate

periodical, and the Ramsey price would be substantially
higher.

THE WITNESS: Yes. Let me --

CHAIRMAN GLEIMAN: I think it is Table 1-A.

THE WITNESS: I just want to have it in front of
me. I think Table 1 would do it.

CHAIRMAN GLEIMAN: The Ramsey price, and I picked
this one because it is a significant difference --

THE WITNESS: Right.

CHAIRMAN GLEIMAN: There are others down there
that have equally -- that have large differences, but maybe
not of the same magnitude, but substantial differences
between after rates USPS and after rates Ramsey.

THE WITNESS: Yes.

CHAIRMAN GLEIMAN: Regular periodicals, if we were
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to follow the Ramsey formula, the rates that the Postal
Service should be asking for and/or that we should be
recommending would be substantially higher than what we
currently have on the table.

THE WITNESS: Yes, that's true.

CHAIRMAN GLEIMAN: And you in your testimony speak
about reasons why one might want to deviate, and in this
case the deviation is large part due to the special
recognition that is given to publications in the law.

THE WITNESS: I believe so, yes.

CHAIRMAN GLEIMAN: Okay. That meang that if the
Ramsey rates achieve economic efficiency, move towards
maximum economic efficiency and there is a law which
requires deviation from economic efficiency, then we have a
law which requires us to be inefficient or less efficient
than we would otherwise be in the absence of a provision of
law. 1Is that correct?

THE WITNESS: Yes, probably. I think certainly in
this case with periodicals regular I suppose if the Ramsey
price of periodicals regular for the hypothetical were less
than the Postal Service rate, then the law might be moving
you toward economic efficiency, but certainly in this case,
yes.

CHAIRMAN GLEIMAN: But there is a reason for the

law, and I don't expect you to be an expert in it. I don't
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profess to be an expert in that provision of law or lots of
other provisions of law, but generally the thrust is that
there is some special inherent value to individuals and to
the country as a whole to make information available, and
consequently the law provides that we should give some
special consideration.

Now there is no way for Ramsey pricing to take
anything like this into account, 1is there?

THE WITNESS: Conceivably, yes. There is a
concept of a social externality, a positive externality
which could be thought o©f as saying that the cost of

periodicals regular mail should be offset by some social

gain. That is, there is a -- I don't know off the top of my
head what the cost -- 20 cents postal cost for regular

mail -- but somewhere involved there is some level -- 5
cents is the number I just made up -- social benefit per

periodicals, you know, so I just made it up.

Then the cost that you could include in the model
wouldn't be 20 cents. It would be 15 cents. Of course, I
don't see any way that one could quantify that and probably
from a practical perspective the way to deal with these ECSI
considerations is to view the Ramsey price as a price in the
absence of those considerations and then make an adjustment
as warranted.

CHAIRMAN GLEIMAN: I understand that and I don't
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disagree with you in terms of your bottom line that you just
stated, but the point is that the Ramsey concept, the
formulas, do not provide because of their very nature for
non-quantifiable social benefits.

THE WITNESS: Yes, I suppose I'll just agree with
that, to move us along.

CHAIRMAN GLEIMAN: You will agree?

THE WITNESS: 1I'll agree. As I said, you could
quantify it conceivably by placing a value on those social
benefits and including that formally in the model.

CHAIRMAN GLEIMAN: But you didn't do that?

THE WITNESS: No, because I didn't have any way of
doing that empirically and I didn't really see that as the
purpose of this exercise.

I think that that would be more subjective, as
opposed to what I have done, which is just applying the
formula as it is.

CHAIRMAN GLEIMAN: Pick one of your other prices
in that table, one of your other Ramsey prices in that
table -- Parcel Post -- again, which is substantially higher
but not at the same magnitude about the Postal Service after
rates proposal.

The Postal Service deviated substantially from
your Ramsey prices. Might one conclude that as a

consequence of their deviation there that the Postal Service
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prices are less efficient than Ramsey?

THE WITNESS: Well, I think you have to loock at
the whole pricing schedule, because all the prices are
related by the break-even constraint, but as a general
question, the Postal Service rates are less efficient than
the Ramsey rates.

CHAIRMAN GLEIMAN: But you lock at the whole
schedule and then you pick and choose where you want to
deviate and why you want to deviate.

THE WITNESS: Do I or does somecne elge?

CHAIRMAN GLEIMAN: Somebody picks and chooses.
Somebody at the Postal Service picked and chose. Somebody
at the Rate Commission ultimately will pick and choose or
some bodies at the Rate Commisgsion will pick and choose.

THE WITNESS: Yes. I see that as something that
could be done, yes.

CHAIRMAN GLEIMAN: In your response to NAA Number
6 -- I will give you a moment to get it if you want.

THE WITNESS: Yes.

CHAIRMAN GLEIMAN: You said if prices are below

incremental costs for some product, economically efficient

entry could be discouraged. Suppose the incremental cost is

30 cents and the price is 29 cents. Is your principal
concern that a potential competitor might have standalone

costs in between those two marks, say 29-1/2 cents, and he
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should be allowed to enter, or are there other concerns?

THE WITNESS: Well, there's two concerns there. I
suppose the principal concern in an efficiency idea is
exactly what you stated, that there could be a firm with a
cost of 29-1/2 cents less than the Postal Service average
incremental cost, but because the price was set below that
average incremental cost, they were discouraged from
entering the market even though they had, you know, at least
on this product more efficient prices.

If you're dealing in the absence of entry then the
incremental-cost test to me is again somewhat more of a
fairness issue, that one product is not covering'its
incremental cost, other products are making up for that.
That's not necessarily inefficient if we ignore the entry
issue, but it again is -- may not be considered fair. But
the entry issue is the primary issue in efficiency.

CHAIRMAN GLEIMAN: Do I understand ccorrectly that
you are more concerned about the standalone cost to the
potential competitor rather than with the competitor's
incremental cost? And if so, why?

THE WITNESS: Well, you know, those are -- let me
back away from those terms. The basic issue is whether a
competing firm could provide the product at a price that was
lower than the Postal Service cost but would not be allowed

to or it would not be profitable to do so because the Postal
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Service price is set below the Postal Service's incremental
cost. Whether the issue with this other firm relates to its
incremental or stand-alone cost I suppose, you know,
standalone cost means the other firm would only be producing
this product, and I don't know, you know, what the dynamics
there is. I don't know -- the issue is really just a
question of whether you're keeping out another firm that
could be producing.

CHAIRMAN GLEIMAN: Could you explain whether the
standalone cost of a potential competitor for a monopoly
product should play the same role in postal pricing as a
standalone cost of a potential competitor for a competitive
product?

THE WITNESS: Well, you wouldn't really have to
worry about it -- well, yes you would have to worry about it
on a competitive product. There you would be deterring
entry. In the monopoly product, that gets back to the
guestion of why these restrictions on entry exist.

In the case of, say, First Class letters, if
you -~ you can make an economic argument that suppose there
is a firm that had a standalone cost that was less than the
Postal Service cost but they provided only mail to some
people. They engaged in a kind of form of cream-skimming.
So they would come in and only do, you know, certain types

of bulk mailings or certain, you know, regions of the
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country. Then they might have a standalone cost less than
the Postal Service cost, but that cream-skimming might be an
inefficiency that you would want to deter, because they
would take away all the low-cost mail and leave the Postal
Service with all the high-cost mail.

So there's, you know, the question of whether the
competing -- potentially competing firm for the First Class
letters would be required to service all mail, a universal
service at a uniform price as the Postal Service does, or
not. If the hypothetical is there's another firm that could
do everything the Postal Service does in First Class letters
and all the other products for less, then that other firm
should ke allowed to do it. But I don't know that that's
really what the hypothetical is.

So let me get back to your question. I think the
standalcne cost issue is a little different when you have
the prospect of cream-skimming, and so I don't think you can
argue simply that because some firm could provide some, you
know, five-digit automated mail between Chicago and New York
at a lower price than the Postal Service, that it is
inefficient to exclude them from the market.

CHAIRMAN GLEIMAN: In discussing Ramsey pricing
and other econcmic principles, I've been exposed to the idea
that the requirement that all rates cover incremental cost

is a fairness argument and not an economic efficiency
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argument. In other words, it's unfair to require other
mailers to be worse off because the product in gquestion is
being produced. 2And I was wondering if you could discuss
the extent to which you agree or disagree with that.

THE WITNESS: Well, first of all there is the
efficiency issue regarding entry. To the extent that there
isn't an entry issue, it can be more efficient for a price
to be set below incremental cost in the sense that a Ramsey
price which is based on marginal cost could be less than the
price necessary to satisfy the incremental cost test. Aand
if entry were not a consideration, that would be more
efficient in the sense of maximizing the consumer surplus.

So then the argument for imposing it does rely on
a fairness criteria that as you said some mailers should not
have to make up for what other mailers are not covering, but
that's -- again that's not necessarily the efficient result,
at least in a technical sense -- maybe in a practical sense
identical to the efficient result.

CHAIRMAN GLEIMAN: Implicit in some of the
arguments that I've heard over the past 3-1/2 years since
I've been here from some parties who suggest that if only
the prices were set a little bit differently, the rates were

set a little bit differently, they would churn up gobs of

new volume, that the Postal Service should ind=ed maximize

its volume because this helps everybody because the fixed
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costs are then spread further and this keeps prices for
everybody lower. Also, you know, at several points in your
testimony you mention the higher volumes associated with
Ramsey solutions. And I was wondering whether you would
take a stab at discussing the relationship between the
Ramsey solutions and the notion of volume maximization in
the setting that we have, which is the break-even
constraint.

THE WITNESS: Ramsey pricing is not necessarily
volume maximizing. I suppose if you wanted to maximize
volume, you'd find your most elastic products and price them
at marginal cost and get a lot of volume and then make it up
elsewhere. That's not what happens in Ramsey pricing. It
has a, you know, some tendency in that way in the sense that
more elastic products are priced or given less markup than
less elastic products.

But its goal is not volume maximization, nor would
volume maximization be efficient. I don't see it as -- the
idea that more volume is good in the sense that it spreads
the fixed cost is true, but it is not something to be
pursued to the absolute of just maximizing volume.

CHAIRMAN GLEIMAN: Maximizing volume does not
equate with the concept of maximizing economic efficiency?

THE WITNESS: No, it doesn't. Well, in a

competitive market it does, you know, because volume is
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maximized where supply and demand intersect, but not in this
case, no.

CHAIRMAN GLEIMAN: One more, and it has got a
rather long lead-in. On page 47 of your testimony, you say,
"In addition to covering the product's volume variable cost,
postal prices should generate sufficient revenues to cover
the product's incremental costs. If not, the Postal Service
and mailers would be better off if the product were
discontinued."

That is the end of the quote. I would like you to
discuss the following situation.

Suppose the revenue for a product is $100 million
and the incremental cost is $90 million.

Now suppose the product is discontinued and the
revenues and the costs disappear. On first view, it appears
that the Postal Service and the mailers are $10 million
worse off.

Let's suppose as a further reaction a number of
the mailers that were buying the discontinued product begin
to buy another postal product and as a result the revenue of
the Postal Service increases by $30 million and the cost
only increased by $10 million. This results in a net gain
of $20 million from other postal products.

On balance, the Postal Service and the other

mailers gain by eliminating the first product even though it
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was covering its incremental cost.

Can you explain why the incremental cost test for
cross subsidy focuses narrowly on the product in question
and doegs not consider any secondary effects on the Postal
Service when the product in question is eliminated?

THE WITNESS: Okay. First, I probably should
correct a statement there that says "if nct, the Postal
Service and mailers would be better off if the product were
discontinued."

That really should read, "The Postal Service and
other mailers would be better off"., C(Clearly the mailers of
that product are better off if it exists and in fact they
are better off if it is priced below its incremental cost.
They like that price, so that clarification should be here.

Now with your question here, where the idea is if
you eliminate a product that was covering its incremental
costs but the volume shifts elsewhere to some benefit, I
think when one talks about incremental costs it is not only
the cost of a product but also a group of products, and I
don't know that this is something that has been done or not,
but one could have the incremental cost of each product and
then pairs of products and triplets of products, and I think
in this hypothetical the incremental cost of a particular
group of products, even though the product is covering its

incremental costs taken on its own, I think by your
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hypothetical if we combined those two products and
calculated the incremental costs of them as a group, it
might not be covering that, although I am not -- incremental
cost calculations either theoretically or empirically are
not my area of expertise.

So I think that that case -- it would seem to me
that that scenario that you have presented is something that
should be captured in an incremental cost of more than one
product, and really that in a way is the full application of
the incremental cost test.

I don't -- that is about all I can really say on
that without having either more time to think about it or
more education.

CHAIRMAN GLEIMAN: With any luck, I have asked all
the questions Commissioner LeBlanc was about to ask you, but
I'll give him a shot.

COMMISSIONER LeBLANC: All but two.

CHAIRMAN GLEIMAN: All but two. We generally
don't hold Intervenors' counsel to the number of questions
that they say they are going to ask when them come up to the
counsel's table, but we are going to limit Commissioners to
the number of questions they say they are going to ask.

COMMISSIONER LeBLANC: I lied -- no, I'm just
kidding.

Basically the Chairman did ask everything I had,
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but are you then saying that rates should be set above
marginal and incremental costs? Is that your testimony?

THE WITNESS: No. Rates should be set above
marginal costs. In most cases these Ramsey rates are above
incremental costs, but in the two cases where they are not
they should be set at incremental cost.

The idea is that you are requiring the product to

cover its costs in a way that is as close as possible to the

Ramsey rate. Here is the Ramsey rate down here -- here is
the incremental cost -- so you are moving away from Ramsey
and then this is -- to get the incremental cost, that is the

least you have to move.

There is no obligation in efficiency terms to be
above incremental cost, no.

COMMISSIONER LeBLANC: Then let me ask yocu a
guestion and go another way, coming back to Ramsey pricing.

Does Ramsey pricing presuppose an efficient
provider?

THE WITNESS: Do you mean that the Postal Service
is efficient in its operations? Is that what are asking?

COMMISSIONER LeBLANC: In general.

THE WITNESS: 1In general?

COMMISSIONER LeBLANC: Does Ramsey pricing
presuppose an efficient provider?

THE WITNESS: I don't know that it deoces. The
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costs are the costs and the issue is given these costs, what
is the most efficient way to price.

That is a different issue. If you are saying that
there's more efficiencies to be realized than simply these
pricing efficiencies, that may be the case, but I think
whatever rates you set are based on the costs as they are.

COMMISSIONER LeBLANC: But they can't, as you just
said, take into consideration other things?

THE WITNESS: They?

COMMISSIONER LeBLANC: You just said, if I
understood you right, when I asked you the gquestion you said
you have to take the social and other things into effect in
the answer to the questiomn.

THE WITNESS: In answer to what question?

COMMISSIONER LeBLANC: All right. Let me try it
again, and you answer the question the way you want here.

THE WITNESS: Okay.

COMMISSIONER LeBLANC: Does Ramsey pricing
presuppese an efficient provider?

THE WITNESS: My answer is I don't believe that it
does, that it sets prices that are maximimizing efficiency
given costs and what I was saying is as far as I know the
prices that the Postal Service proposes, the prices, the
Ramsey prices and the prices that you will recommend are all

based on the same costs, so that issue does not appear to me
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to be an issue, a pricing issue, as far as I know, given
that if we are all using the same costs.

The second issue of could costs be more efficient,
that is another igsue, but it is not, as far as I know, it's
not a pricing issue.

COMMISSIONER LeBLANC: Thank you. Thank you, Mr.
Chairman. I did hold it to two.

CHAIRMAN GLEIMAN: Commissioner Haley.

COMMISSIONER HALEY: Good morning.

THE WITNESS: Is it still merning?

CHAIRMAN GLEIMAN: It still is. It Jjust doesn't
seem that way.

COMMISSIONER HALEY: I'd like to ask you generally
how do you define Ramsey pricing, just in a broad sense?

THE WITNESS: I think it is a pricing system that
maximizes economic efficiency or consumer-producer surplus
subject to certain constraints that as part of those
constraints don't allow you to have the market solution of
price equal to marginal cost, so, you know, a general
textbook idea talks about a break-even constraint.

In fact, in my testimony it is a break-even
constraint, and then there is also these markups on the
preferred subclasses and for that matter it is subject to
whatever other constraints -- it might be the incremental

cost tests, things like that, but it is efficient pricing
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given the set of rules or constraints.

COMMISSIONER HALEY: I think you stated to the
Chairman that it does not necessarily maximize volumes, is
that right?

THE WITNESS: Right. It does not. In fact, I am
almost certain that it does not.

COMMISSIONER HALEY: We have had a lot of
discussion on consumer surplus. Could you kind of interpret
that a little bit for me with reference to the Ramsey
theory?

THE WITNESS: Well, consumer surplus is the
difference between what a consumer is willing to pay for
something and what they actually pay for something or the
difference between what they wvalue it and what they pay so
if I value something at $15 and I pay $10 I have a surplus
of $5.

Perhaps it is easier to understand what a profit
ig for a firm. If it costs me $5 and I sell it for $10 I
have a $5 profit. It is analogous to the profit for the
consumer, only the term is consumer surplus.

I would have paid as much as $15. I only had to
pay $10, so that $5 is my consumer surplus.

COMMISSIONER HALEY: OCkay. Very good. Thank you.

CHAIRMAN GLEIMAN: I have to apologize, but your

exchanges with my colleagues has prompted me to ask you yet
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another question. Commissioner LeBlanc asked you about the
precondition that the producer be efficient as part of the
Ramsey considerations, and you -- again, I don't like to,
I'm concerned about imposing my view of what you said -- but
I thought you said that this really wasn't a consideration
because the focus was on the price side.

THE WITNESS: Yes. I don't honestly know all
that's involved in a rate case, but in terms of the idea of
setting prices given costs.

CHAIRMAN GLEIMAN: On the other hand in response
to Commissioner LeBlanc -- excuse me, Commissioner Haley --
who asked you several questions, one of which was to tell
him a little bit about what consumer surplus was, you
equated it to producer surplus, and you indicated that, you
know, the easy way to look at it is in the context of
profits by the producer.

If you wanted to maximize producer profits,
wouldn't it follow that you would have to have an
efficient -- hopefully, if you're really going to maximize,
the most efficient producer?

THE WITNESS: 1If you're going to maximize producer
surplus, maximize profits, it would seem to me that yes, you
would want to be an efficient producer.

CHAIRMAN GLEIMAN: Okay.

THE WITNESS: But, you know, there really are
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no -- there is no producer surplus in this case because of
the break-even constraint. There are no profits. 85o, you
know, it's not -- if the Postal Service costs were less, for
whatever reason, then prices would be less, Ramsey prices
would be less, your prices would be less. But, you know,
there still would be no producer surplus as long as the
break-even constraint exists.

CHAIRMAN GLEIMAN: You're making an assumption
there that the break-even constraint is a gnapshot in time?

THE WITNESS: Well, yes, it's prices in a test
year that satisfy the break-even constraint; yes. I really,
you know, don't know what the costing, you know, issues are
really in terms of efficiency there.

CHAIRMAN GLEIMAN: That suffices, and I don't have
to ask you yet another question.

Is there any followup as a consequence of
questions from the bench?

If there are none, that brings us to redirect.

Mr. Koetting.

MR. KOETTING: I would like a little time to check
and see, Mr. Chairman. Five minutes I think should be
sufficient.

CHAIRMAN GLEIMAN: Five minutes sounds good to me.
Thank you.

MR. KOETTING: It could be even less.

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
{202) B42-0034



10
11
12
13
14
15
16
7
18
139
20
21
22
23
24

25

5120

[Recess. ]

CHATIRMAN GLEIMAN: Mr. Koetting.

MR. KOETTING: The Postal Service has no redirect
examination of this witness, Mr. Chairman. Thank you.

CHAIRMAN GLEIMAN: Thank yocu, Mr. Kcetting, and
thank you, Mr. Bernstein. We appreciate your appearance
here today and your contributions to our record, and
especially for aiding us in improving our understanding of
the Ramsey model and its proper place for consideration in

our deliberations. And if there's nothing further, you're

excused.

THE WITNESS: Thank you.

[Witness excused.]

CHAIRMAN GLEIMAN: Mr. Cooper, I'm ready when you
are.

MR. COOPER: Yes, Mr. Chairman, the Postal Service
calls Donald M. Baron to the stand.
Whereupon,
DONALD M. BARON,
a witness, was called for examination by counsel for the
United States Postal Service and, having been first duly
sworn, was examined and testified as follows:
DIRECT EXAMINATION
BY MR. COOPER:

Q Mr. Baron, I'm handing you two copies of a
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document entitled direct testimony of Donald M. Baron on
behalf of United States Postal Service marked as USPS-T-17.

Are you familiar with this document?

A Yes, I am.

Q Was it prepared by you or under your direct
supervision?

A Yes.

Do you have any corrections to make at this time?
Yes, I do.

Would you describe them for the record?

A o B - &

On page €6, line 3, the word "containers" should
read as "receptacles."”
On page 10, lines 11 and 12, the number 6.34
should read as 63.4.
On page 11, line 16, the words "as average load
time" should read "and average load time."
And then finally on page 74, line 4, the words
"and rural routes" should read as "and other rural routes."
Q Have those corrections been made in the copies
that I handed you?
A Yes.
Q And with those corrections, if you were to be
giving testimony orally today, is this the testimony that
you would give?

A It is.
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MR. COQPER: Mr. Chairman, I will hand these
documents to the court reporter, and I ask that they be
admitted into evidence.

CHAIRMAN GLEIMAN: Are there any objections?

Hearing none, Mr. Baron's testimony and exhibits
are received into evidence, and I direct that they be
accepted into evidence, and is our practice, they'll not be
transcribed into the record.

[Direct Testimony and Exhibits of
Donald M. Baron, Exhibit No.
USPS-T-17, was marked for
identification and received into
evidence.]

CHAIRMAN GLEIMAN: Mr. Baron, have you had an
opportunity to examine the packet of designated written
cross examination that was made available earlier today?

THE WITNESS: Yes, I have.

CHAIRMAN GLEIMAN: If the guestions were asked of
you today, would your answers be the same as those you
previously provided in writing?

THE WITNESS: Yes, they would.

MR. COOPER: Mr. Chairman, I'll note that in our
review of the package with respect to one interrogatory, NAA
No. 4, which was revised earlier in the proceeding, in

incorporating the revised response into the packet there was

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202} B42-0034



10
11
12
13
14
15
16
A7
18
19
20
21
22
23
24

25

5123
some overlap of text, some duplicatién in text, and I toock
the liberty of crossing out the duplication. And that's
reflected in the packet that this witness reviewed.

CHAIRMAN GLEIMAN: That's the only correction?

MR. COOPER: Yes.

CHAIRMAN GLEIMAN: Mr., Cooper, again I want to
thank you for your cooperation in helping us with the
designated written cross. You and your colleagues have made
life a tad easier in that regard, and we do appreciate it.

If you would provide two corrected copies of the
designated written cross examination of Witness Baron to the
reporter, I'll direct that they be accepted into evidence
and transcribed into the record at this point.

[Designation of Written
Cross-Examination of Donald M.
Baron was received into evidence

and transcribed intoc the record.]
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 1997 Docket No. R97-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS DONALD M. BARON
(USPS-T-17)

The parties listed below have designated answers to interrogatories directed to witness Baron as
written cross-examination.

Party Answer To Interrogatories
ADVO, Inc. ADVO\USPS: Interrogatories T17-1, 4-11.
UPS\USPS:  Interrogatories T17-1, 2.
Direct Marketing Association, Inc. NAAVUSPS: Interrogatory T17-8 (Aug. 19,
1997) as updated (Sept. 26, 1997).
Magazine Publishers of America MPA\USPS:  Interrogatories T17-1-2, 5-7, 9-13.
Newspaper Association of American NNA\USPS:  Interrogatories T17-1-6, 8-16.

ADVO\USPS: Intetrogatories T17-1-4.
UPS\USPS: Interrogatories T17-1-8.

Office of the Consumer Advocate ADVO\USPS: Interrogatories T17-1-11.
MPAVUSPS:  Interrogatories T17-1-7, 13.
NAA\USPS:  Interrogatories T17-1-16.
UPS\USPS: Interrogatories T17-1-15,

United Parcel Service UPS\USPS: Interrogatories T17-1-3 and 3.

Respectfully submitted,

Cypl 1. Pittack
ting Secretary
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Response of Witness Baron to Interrogatories of Advo, Inc.

ADVO/USPS-T17-1. Within USPS LR-H-137, please specify the lines of code in
LOAD20OLD.ELAST.CNTL and LOAD2.ELAST.CNTL which describe the

following:

(a) Entry of CCS86 shape volume data into the elasticity calculations.

(b) Al differences in mode! coefficient estimation between the two

programs.

(c) All differences in marginal cost and elasticity calculations between the

two programs.

RESPONSE:

(a) The following table summarizes the lines of code in these two programs that

enter CCS 96 shape volume data into elasticity calculations:

5125

SAS PROGRAM STOP TYPE LINE NUMBERS WHERE
CCS 96 DATA ARE
ENTERED
LOAD2.ELAST.CNTL SDR 271-310
LOAD2.ELAST.CNTL MDR 365-415
LOAD2.ELAST.CNTL BAM 462-510
LOADZ2OLD.ELAST.CNTL SDR 271-310
LOAD20OLD.ELAST.CNTL MDR 365-413
LOAD20OLD.ELAST.CNTL BAM 460-505

(b) There are no differences in model coefficient estimation between the two

programs.

(c) There are two differences in marginal cost and elasticity calculations

between the two programs. Both differences apply only to the MDR and BAM
analyses. First, LOAD2.ELAST.CNTL calculates marginal costs and elasticities

of MDR and BAM load time with respect to actual deliveries.
LOAD20OLD.ELAST.CNTL derives neither these estimates; nor does it derive

marginal costs or elasticities with respect to possible deliveries.
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Thus, the sections of LOAD2.ELAST.CNTL that perform the marginal cost
and elasticity calculations - lines 403-415 for MDR and lines 458-510 for BAM -
include lines that define the variables MC_PDS (lines 409 and 503}, AVCPDS
(lines 415 and 510), and ELASTPDS (also lines 415 and 510). The sections of
LOAD20OLD.ELAST.CNTL that perform marginal cost and elasticity calculations -
lines 403-413 for MDR and lines 496-505 for BAM - do not include these
definitions.

Second, in order to derive marginal costs and elasticities with respect to
actual deliveries, LOAD2.ELAST.CNTL sets the deliveries variable equal to
average actual deliveries. This is done at lines 205 and 356 for the MDR
analysis, and at lines 213 and 453 for the BAM analysis. In contrast,
LOAD20OLD.ELAST.CNTL sets the deliveries variable equal to average possible
deliveries. This is again done at lines 205 and 356 for MDR. For BAM, the lines
are 213 and 451.
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ADVO/USPS-T17-2. On page 9, you state that the stops effect is: “the additional
time resulting from the conversion of a previously uncovered stop into a covered
stop. The activity encompassed by this time increment includes all the work that
a carrier performs to prepare for loading receptacles and collecting mail.” You
describe this as a “preparatory activity” or “preloading activity” that can be
“viewed as a constant amount [of time] per stop.” Are there non-preloading (e.g.,
post-loading) activities that may also be view as causing a constant time per stop
— such as closing the receptacle after inserting mail, checking for undelivered or
misdelivered mail or collection mail, or reviewing the remaining mail in the
mailbag or the geographic position on the route to identify the location of the next
covered stop? Please discuss your response.

RESPONSE:

| have been told in discussions with city carrier delivery experts that fixed-
time at stop is the time taken to prepare for the beginning of the loading and
collection activities. Note that even the upper-bound estimates of this time
interval, presented in table 1 of my testimony (page 12), show that the fixed-time
activity lasts only about one second. Some analysts believe the time period is
even shorter. Such a limited time interval obviously greatly constrains the scope
of activities conducted. Moreover, recall that fixed-time at stop is independent of
the amount of volume loaded. It is the same whether 1 piece or 50 pieces are
handled. These factors are inconsistent with the view that fixed-time at stop can
include any additiona! “post-loading carrier functions” beyond pre-loading work.
One second is not long enough to accomplish all of these multiple activities.

Finally, note also that for purposes of my analysis, it doesn't really matter
when the activities measured by fixed-time at stop take place. The only important
issue is whether the method used to measure fixed-time at stop produces an
_ estimate that is truly independent of the total volume loaded and collected at each
actua! stop. The traditional measure of coverage-related load time - defined as
the initial accrued load time minus the product of accrued load time and the
aggregate elasticity of load time with respect to the five volume terms - is not
independent of total volume loaded at each actual stop. The new measure of

fixed time at a stop is independent of total volume loaded.
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ADVO/USPS-T17-3. Please consider the fixed stop times for each stop type in
Table 1.

" (a) Do you consider these to be “reasonable proxies” for the average of
preloading time for each stop? If not, please clarify your definition of
what these times represent.

(b) Please explain whether or not you assume that fixed stop time varies,
within a stop type, with type of carrier, type of container, type of
receptacle, or position of stop on the carrier’s route (e.g. beginning or
end of loop).

RESPONSE:

(a) Yes.

(b) Fixed stop time is assumed not to vary, within a stop type, with type of
carrier, type of container, type of receptacle, or position of stop on the carrier's
route. These factors may affect time spent in activities handling mail or mail-
related equipment, which is time that therefore varies with the total mail volume
being loaded and collected. Fixed stop time, however, is invariant with respect to

total volume loaded. Please see my responses to NAA/USPS -T17-2a and 3c.
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ADVO/USPS-T17-4. On pages 16-19, you describe a “new interpretation” of
equation (3), particularly with respect to the possible deliveries variables. You
state: “Possible deliveries appears as an additional explanatory variable in
equation 3 fo account for the increase in foad time per stop that occurs when the
number of deliveries accessed by carriers at a given stop increases. . .possible
deliveries operates as an effective proxy for actual deliveries.

(a) Please explain fully your understanding of the “old interpretation” (or
any other alternative interpretation) of the possible deliveries
variables.

(b) Please state whether the interpretations discussed in {a) also apply to
the squared and cross-product possible deliveries variables.

RESPONSE:

(a) The old interpretation viewed the possible deliveries variables as control
variables only, added to the right hand side of the equations to ensure that the
effects of differences in numbers of deliveries across MDR or BAM stops would
not be erroneously attributed in the regressions to the five volume variables. This
old interpretation did not use the estimated coefficients of the delivery variables to
measure the “delivery-coverage” effect of a volume-induced increase in deliveries
accessed at a given stop. See my testimony at pages 17-18.

(b) Confirmed. The old interpretation does not use any of the coefficients of the
single order, squared, or cross-product terms that include the possible deliveries
variable to measure the effects of volume-induced changes in actual deliveries on
load-time. However, the old interpretation does use the cross-product coefficients

to estimate elasticities of load time with respect to the volume terms.
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ADVO/USPS-T-17-5. Referring to equation (3), please confirm the following
interpretations. If you cannot, please fully explain your response.

(@) LT is load time per stop (average actual delivery time at the stop
multiplied by number of actual deliveries for at the stop).

(b) V. is volume of k shape per stop (average volume per delivery at the
stop multiplied by number of actual deliveries at the stop).

(¢) B, and B, describe the impact of V, on both:
(1) Average time per actual delivery on the stop, and

(2) Number of actual deliveries per stop.

RESPONSE:

(a) Confirmed. LT is load time per stop.

(b) Confirmed. V,is volume for k shape mail per stop.

(c) Not confirmed. B, and B, measure the change in total load time: at the stop
that results from a change in V,, holding all other volumes and actual deliveries

constant.

5130
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Response of Witness Baron to Interrogatories of Advo, Inc. S131

ADVO/USPS-T-17-6. You describe the “volume effect” on page 6 as “the direct
effect of volume on carrier time: as volume increases at deliveries that had
already been receiving mail, more load time is required to enter the mail into and
to collect mail from containers.” Please confirm the following or fully explain your

response if you cannot confirm.

(a) The elasticity of load time with respect to the kth volume term is the
volume effect to which you refer on page 6.

(b) B, and B, are used to calculate 8LT/6V, ("marginal load time with
respect to a change in volume for the kth volume term”) in equations
(2) and (7) which, in turn, is used to calculate the elasticity of ioad
time with respect to the kth volume term.

(c) B, and B,, are used to calculate the “volume effect.”

RESPONSE:
(a) Not confirmed. See my testimony at page 19, lines 1-3. The volume effect
referred to on page 6 is the sum of the five elasticities of load time with respect to
letters, flats, parcels, accountables, and collections.
(b) Confirmed in the sense that 6LT/aV,. is used, along with the predicted load
time, LT, and the mean value of V, , to derive an elasticity of load time with
respect to the kth volume term.
(c) Confirmed in the sense that B, and B,, are used along with comparable
coefficients for the other volume terms, the mean values of all the right-hand side
variables in the regression, and the predicted load time to derive the volume
effect, which is the sum of the five elasticities with respect to volume.

Note also that the above question quotes a sentence from page 6, lines 1-
3 of my testimony. This sentence contains an error. The word “containers” at the
end of the sentence (line 3) is incorrect; it should be replaced with the word

“receptacles.”
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Response of Postal Service Witness Baron to interrogatory of ADVO, Inc.

ADVO/USPS-T17-7. Please refer to Equation (7) and your statement on page 19
that: “The delivery effect is properly measured as the second line of equation 7.”

(a) Please state how the two elasticities were calculated and identify the sources
of the data used and lines of code which calculate the elasticities:

(1) (3LT/2AD)/(LT/AD)
(2) (GAD/VI(ADN)

(b) Please confirm that the elasticities in (a) were multiplied together to develop
the delivery effect elasticities shown in Tables 6 and 7. If you cannot confirm,
explain how the delivery effect elasticities were calculated and why.

(c) Please specify the lines of code in USPS LR-H-137 which enters the two
elasticities into the program and multiplies them together to develop the “delivery
effect” as specified in the second line of equation 7.

RESPONSE:
(a) The elasticity (5LT/2AD)/(LT/AD) was calculated for MDR and BAM stops in
the program LOAD2.ELAST.CNTL, documented in USPS LR-H-137. For each

| stop type, this program first estimates the load-time equation, defined as equation

3 at page 8 of my testimony. This estimation is done at lines 317-323 for MDR
stops, and at lines 422-428 for BAM stops. Atlines 393-401 and line 409, the
program substitutes mean values into the right-hand side variables in the MDR
regression to compute predicted values for MDR load time and for the partial
derivative of load :imé with respect to actual deliveries. These values are
combined with the mean of MDR actual deliveries in line 415 to produce the MDR
elasticity of load time with respect to actual deliveries.

For BAM stops, predicted values for load time and for the partial derivative
of load time with respect to actual derivatives are caiculated at lines 489-496 and
line 503. These are combined with the mean value for actual BAM deliveries in
line 510 to produce the BAM elasticity of load time with i'espect to actual
deliveries.

The elasticity (JAD/BV)/(AD/V) was calculated for MDR and BAM stops in
the program EXP.TPANEL.DELS.CNTL, documented in USPS LR-H-139. For
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each stop type, this program first estimates the actual deliveries equation, defined
as equation 5 on page 17 of my testimony. This estimation is performed at lines
96-116 for MDR stops, and at lines 291-310 for BAM stops. The next step is to
estimate the five separate elasticities of actual deliveries with respect to the five
volume terms. This is done at lines 142-178 for MDR stops and lines 335-371 for
BAM stops. The total or aggregate elasticity of actual deliveries with respect to
volume is then defined as the sum of these five elasticities, at lines 180-181 for
MDR stops, and at lines 373-374 for BAM. The calculation procedure first
computes predicted load times and partial derivatives of load time with respect to
the five volume terms through substitution of mean values into the right hand side
variables in the MDR and BAM regressions. These predicted load times and
partial derivatives are combined with the means for the five volume tefms to
derive the five elasticities with respect to these volumes, which are then summed

to derive the aggregate elasticities.
(b) Confirmed.

(¢) The "delivery effect” is not calculated in USPS LR-H-137. ltis calculated in
tables 6 and 7 of my testimony through multiplication of elasticity (1) by elasticity
(2). For illustration, consider the MDR calculations. USPS LR-H-137 calculates
an elasticity of MDR foad time with respect to actual deliveries (elasticity (1))
equai to 0.45998. This is reported on page 54 of LR-H-137. USPS LR-H-138
calculates an aggregate elasticity of MDR deliveries with respect to volume equal
to 0.166797 (elasticity (2)), as reported on page 34 of that library reference. The
product of 0.45998 and 0.166797 equals the MDR delivery-effect elasticity,
.07672, which is shown in table 6 on page 22 of my testimony.
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ADVO/USPS-T17-8. On page 16 of your testimony, you state:

“Possible deliveries appears as an additional explanatory variable in equation (3)
to account for the increase in load time per stop that occurs when the number of
deliveries accessed by carriers at a given stop increases. This increase in load
time might oceur even if total volume delivered to the entire stop remains
constant.”

(a) Do you envision a load time per stop/actual deliveries relationship similar to the
USPS run time/actual stops relationship developed from the FAT/CAT data base
(i.e., as actual stops/actual deliveries increase, actual run-time/load-time increase
also)? Please explain.

(b) Do you view an increase in actual deliveries as a cause for increased load time on a
stop (separate from increased load time resulting from increased volurne on already
covered deliveries)? Please explain.

(c) Refer to your calculation of a separate deliveries volume variability through the chain
rule on page (6) of your testimony. Do you base this calculation on your view that
volume is the indirect cause of additional “accesses” to delivery points (i.e., actual
deliveries) and therefore the additional load time required? Please explain.

{d) Are the estimated “delivery effect” variabilities in Tables 6 and 7 intended to reflect
the variability of load time with respect to actual deliveries? Please explain.

RESPONSE:
a. The relationship is similar in certain ways. The load time per stop/actual deliveries

re!}g:tionship can be viewed as the deliveries effect - the increase in time resulting from
the accessing of a new delivery at an existing stop. This effect is similar to the run-
time/actual stops relationship, which can be viewed as the increase in carrier time that
results solely from accessing a whole new stop. Both effects are measuring the
additional time of just the new access, and they do not depend on the amount of mail

going to that new access.

b. Yes. Accessing a new delivery at a given stop takes some amount of time that is

independent of how much total mail volume is ultimately loaded at that new delivery.

c. This calculation is measuring the elasticity of load-time with respect to volume
specifically through' the effect of a marginal increase in volume on actual deliveries.
Thus, the calculation is explicitly accounting for only that increase in actua! deliveries

caused by volume growth.
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d. They are intended to be estimates of the elasticity of load time with respect to an
increase in volume strictly through the positive effect of that increase on actual

deliveries.
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ADVO/USPS-T17-9. Please consider the functional specification G(D(V),V) which
explains load time on a multiple delivery stop as a function of the number of actual
delivery points on the stop (D) and volume on the stop (V). Actual deliveries are also
explained by volume through the function D(V).

{a) Under these assumptions and ignoring variables for containers and receptacles, do
you accept that load time on the stop can be explained fully by stop volume through
the following function:

L =G({DMV)V)

Please explain your response.

{b) Consider another function H(V) such that L=H(V) = G(D(V),V). Please confirm that
the marginal load time cost with respect to volume is then:

dL/dV = dHV)/GV
= dG(D,V)/aV
= [(8G / D) *d(D)/ dV]+(8G | 6V).

If not, please explain why not.

{c) Please confirm that load time volume variability is then given by:

F

(dUAV)*(VIL) = (dH(VY/dV)*VIH(V)
= (dG(D,V)/dV)*VIG(D.V)
= [(9G/8D)*d(D)/dV]*VIG+(3G/3V)*VIG.
= [(5G/3D)*D/G)*|(d(D)/dV)*V/D}+(3G/aV)*VIG.

if not, please explain why not.

{d) From (c) above, do you agree that the following two load time volume variability
expressions are equivalent?

(dH(VY/dVY*'V/IH(V) = [(8G/eD)*D/G]{(d(D)/dV)*VID] + (aG/oVY'VIG.

if not, please explain why not.
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(e) Please confirm that adding the term {(6G/6D)*D/G)*D/G]*[(d(D)/dV)*V/D] to both
sides of the expression in (d) inflates load time variability for the multiple delivery
stop by double counting the term. If you cannot confirm, please expiain.

RESPONSE:

(a) Confirmed. This is a valid functional representation of the load time — volume
relationship. However, | reserve judgement as the validity of any explicit
specification of the function or any regression estimates based on this specification.

(b) Confirmed.
(c) Confirmed.

(d) Confirmed.

(e) Confirmed. Please note that no such double counting occurs in my calculations of
MDR and BAM load-time volume variabilities. The expression shown in (d) is equivalent

to equation (7) at page 18 of my testimony.

Sy Sy



Response of Witness Baron to Interrogatories of ADVQ, Inc., Questions 8-11, Docket No. R87-1
5138

ADVO/USPS-T17-10. On page 16 of your testimony you state:

“The only reason possible deliveries instead of actual deliveries appears on the
right hand side of equation (3) is that the 1995 study that produced the data to
estimate the load time equations recorded only possible deliveries.”

(8) Please compare two multiple delivery stops, A and B, with the same volume level
and actual number of deliveries. However, possible deliveries on stop B are twice
those on stop A. Would you expect load time on each of the stops to be the same?
Piease expiain fully.

(b) Please confirm that the number of possible stops per FAT/CAT route is included
as a variable in FAT/CAT run time regressions to account for the possibility of
greater stop time and distance covered in delivering mail as possible stops increase.
If you cannot confirm, please explain fully.

(c) Please confirm that delivery volume on a stop does not cause possible deliveries at
that stop but does cause actual deliveries. If you cannot, please exp'ain fully.

RESPONSE:

{a) No. Note, however, that this hypothetical is rarely observed in the actual FY 1996
CCS data. For both MDR and BAM stops, actual deliveries are highly correlated with
possible deliveries. See my response to UPS/USPS-T17-7(a).

(bii Not confirmed. The number of actual stops per FAT/CAT route is included as a
variable in FAT/CAT running time regressions to account for the greater stop time and
distance covered in delivering mail as actual stops increase. Please see page 46 of my
testimony. However, possible stops could serve as an effective proxy for actual stops in
estimating a running time regression, if actual stops data were not available, since

possible and actual stops are also highly correlated.

(c) Confirmed. Volume growth will not cause possible deliveries to increase, but it will

cause some previously uncovered possible deliveries to become actual celiveries.
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ADVO/USPS-T17-11. In your response to ADVO/USPS-T17-1 you state:

“... there are two differences in marginal cost and elasticity calculations between
the two programs... First, LOAD2.ELAST.CNTL calculates marginal cost and
elasticities of MDR and BAM load time with respect to actual deliveries...
Second, in order to derive marginal costs and elasticities with respect to actual
deliveries, LOAD2.ELAST.CNTL sets the deliveries variable equal to actual
deliveries... In contrast, LOAD20OLD.ELAST.CNTL sets the deliveries variable

equal to average possible deliveries.”

(a) Please confirm that the LTV model was estimated using possible deliveries rather
than actual deliveries. If you cannot, please explain why.

(b) Please confirm that if actual deliveries instead of possible deliveries data were used
to develop the load time cost/volume functions, this procedure would have changed
coefficient estimates for all variables in the LTV model. If you cannot, please
explain why.

(c) Please confirm that estimated load time is less when estimated using average
actual deliveries than when using average possible deliveries. If you cannot, please
explain why.

(d) Please confirm that estimated average shape volume load time (as used in the
shape variability calculations) is less when estimated with average actual deliveries
than when estimated with average possible deliveries. If you cannot, please explain
why.

.2) Please confirm that the marginal shape volume load time (as used in the shape
variability calculations) is not changed by the use of actual deliveries instead of

spossible deliveries. If you cannot, please explain why.

() Please confirm that the increase in the shape volume variabilities appearing in
TABLES 6 and 7 of your testimony over the shape volume variabilities appearing in
TABLES 10 and 11 is completely due to your substitution of average actual
deliveries per stop for average possible deliveries per stop in the total per stop load
time calculation for SDR and BAM stop types. If you cannot, please explain why.

RESPONSE:

(a) Confirmed.

{b) Confirmed. !f actual deliveries data were available, and if those data were used to
estimate the load-time regressions, the resulting coefficients for the right-hand-side
variables would be slightly different. However, the possible deliveries variable is highly

correlated with actual deliveries, and serves as an effective proxy for actua! deliveries.
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Therefore, the effect on coefficient estimates from using possible deliveries rather than

actual deliveries is likely to be quite small.

{c) Confirmed.
(d) Confirmed. However, | am assuming here that there is no difference between

“estimated load time" as defined in part (¢ ) to this question, and “estimated average

shape volume load time,” as defined in this part of the question.

(e) Not confirmed. The marginal shape volume Joad times are changed by the use of
actual deliveries instead of possible deliveries because the squared deliveries variables
on the right-hand-sides of both the MDR and BAM regressions make marginal load

times dependent upon the value assigned to deliveries.

() Confimed. Please see my response to NAA/USPS-T17-6, parts (a) through (d).

S
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MPA/USPS-T17-1. Please refer to page 72, lines 16-18 of your testimony.
Please confirm that the only change in the rural carrier costing methodology from
that used to develop the FY 1896 Cost Segments and Components Report to the
one proposed in this case is “a modest change in this traditional volume variability
calculation. It proposes to no longer account for route reclassifications that occur
in response to large discrete volume and workload changes.” If not confirmed,
please explain all other changes proposed in this case to the rural carrier costing
methodology.

RESPONSE:

Confirmed in the sense that the change referred to in the section quoted from my
testimony is the only proposed change in the volume variability calculation. My
testimony on rural carriers is concerned solely with the issue of how to measure
volume-variable costs, not with how volume-variable costs should be distributed
to classes and subclasses of mail. | am unaware of any changes that may have

occurred in the distribution procedure.
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MPA/USPS-T17-2. Please refer to Fiscal Year 1996 Cost Segments and
Components and Base Year 1996 Cost Segments and Components.

(a) Please confirm that the Periodical class share of rural carrier attributable
costs from the FY 1996 Cost Segments and Components is 9.3 percent.

(b) Please confirm that the Periodicals class share of rural carrier attributable
costs from the Base Year 1996 Cost Segments and Components is 10.4
percent.

RESPONSE:

(a) Confirmed.

(b) Confirmed.
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MPA/USPS-T17-3. Please confirm that, according to your testimony, each class
and subclass of mail should receive the same percentage of BY 1986 volume-

variable rural carrier costs as it received under the previous costing methodology.

If not confirmed, please explain, and provide all relevant data.
RESPONSE:

Not confined. My testimony does not address the issue of how volume-variable

rural carrier costs should be distributed to classes and subclasses.
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MPAJUSPS-T17-4. If you were able to confirm MPA/USPS-T17-2 and 3, please
explain how both statements can be true.

RESPONSE:
Not applicable. T17-2 is confirmed, but T17-3 is not confirmed.
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MPA/USPS-T17-5. Please confirm that, all else being equal, if the volume
variability of the time taken to deliver a letter is less than 100 percent, as the
number of pieces delivered by a rural carrier increases, the average time that the
carrier spends to deliver a letter should decrease.

RESPONSE:

Confirmed. Note, however, that in the rural carrier analysis, the time taken to
deliver a letter is defined as the evaluation factor of 0.0791 minutes per letter
delivered. This time allowance factor does not change as the number of letters
delivered increases. Therefore, the volume variability of just the time that is taken
to deliver a letter with respect to the number of letters delivered is 100 percent. It
is only the volume variability of total rural carrier time spent over all activities

combined that is less than 100 percent, due to the presence of fixed evaluation

factors.
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MPA/USPS-T17-6. Please confirm that, all else being equal, if the number of
letters delivered on an average rural carrier route increases between revisions of
the evaluation factors, and the volume variability of the time taken to deliver a
letter is less than 100 percent, the evaluation factor for delivering a letter should
decrease from the earlier revision to the latter revision.

RESPONSE:

Confirmed, with the qualification that the volume variability of time taken just to
deliver letters with respect to number of letters delivered on rural routes has not,
to my knowledge, ever been estimated. If the volume variability of just the time
that is taken to deliver a letter with respect to letters delivered is indeed less than
100 percent, then each increase of one new letter delivered will require a smaller
increase in letter delivery time than did the previous increment of one letter
delivered. This declining marginal delivery time would mandate a corresponding

reduction in the evaluation factor for delivering a letter.
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MPA/USPS-T17-7. Assume for purposes of this question that rural carriers are
paid in the same way that city carriers are paid.

a. Do you believe that the volume variability for delivery of a piece of mail of a
particular shape should be similar for a rural route and for a curbside city
route? Please explain your response.

b. If noto a., do you believe that the volume variability for delivery of a piece of
mail of a particular shape should be higher or lower for a rural route than for a
curbside city route? Please explain your response.

RESPONSE:

First, it should be noted that rural carriers are not paid in the same way that city

carriers are paid.

a. Yes. Rural routes are operationally similar to curbline city routes. Both
primarily serve single delivery residential stops. Both have lower access costs
per delivery than do foot and park & loop city routes. Moreover, if rural carriers
are paid in the same way as city carriers are paid, then, presumably, the same
methodologies currently used to measure city carrier volume variabilities would
also be applied to rural routes. In particular, rural carrier costs would be split into
load-time, running time, and street support components, and running time costs
would be further split into fixed route time and access time. The volume
variabilities of the load time and access time on the rural routes would, in this
case, be similar to those on curbline city routes. Furthermore, the volume
variabilities for street support costs would also be similar, since these would be

based on the load and access variabilities.

b. Not applicable.
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Response of the United States Postal Service 5148
to
interrogatory of MPA
(Redirected from Witness Baron, USPS-T-17)

MPAJUSPS-T17-9 Please disaggregate the number of routes and rural carrier
cost by type (e.g., H. J. K., auxiliary, mileage).

Response:
The number of routes and the rural carrier salary costs as of the end of fiscal

year 1996 are listed in the following fable.

Route Type Number of Routes Salary Costs
(000)
H - 5,297 1,894,539
J 4,868 189,973
K 38,484 192,102
Mileage 90 3,719
Auxiliary 8,915 163,574
Unknown ' 65,626
TOTAL 57,654 2,508,533

The rural carrier salary costs include salaries, holidays, and leave. Benefit costs
are not available by route type and are not included. Salary costs in the
‘Unknown’ category are for training and auxiliary assistance and could not be

matched to route type.
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interrogatory of MPA
(Redirected from Witness Baron, USPS-T17)

MPAJUSPS-T17-10. Please provide documentation on how the Postal Service
calculated the salary of an individual rurai carrier for FY 1996. include in this
documentation a formula that derives annual rural carrier salary for an individuai
route from the route evaluation item workload and evaluation factors on that
route. Also, please confirm that the data used to calculate FY 1996 workload for
evaluated routes was from the “route evaluations...done over a four week period
in the fall of 1995.” [LR-H-192, Page 3]
Response to MPA/USPS-T{17-10

The Postal Service based FY 1996 rural carrier salaries on route
evaluations conducted in the fall of 1995. The evaluation process begins with a
four week mail count conducted in accordance with Chapter 5 of Handbook PO-
603, Rural Deh‘very. Carrier Duties and Responsibilities (see Attachment 1 of the
response to MPA/USPS-T17-12a). For each of the twenty four days in the count
each evaluation workload item is recorded on a PS Form 4239, Rural Route
Count of Mail (see Attachment 1 to this response). At the end of the second and
fourth weeks of the count, the information from each of the daily PS Forms 4239
is transferred to 2 PS Form 4241, Rural Delivery Statistics Report (see
Attachment 1, page 7 of the response to MPA/USPS-T17-12a). Upon the
completion of the four week count, the information contained on the two PS
Forms 4241 is recorded on PS Form 4241-X, Rural Delivery Statistics Summary
Report (see Attachment 2 to this response). The data from the PS Form 4241-X

is electronically submitted to the Minneapolis information Service Center where it

is used to generate PS Form 4241-A, Rural Route Evaluation (see Attachment 3

Page 1 of 2
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to
Interrogatory of MPA
(Redirected from Witness Baron, USPS-T17)

5150

to this response). PS Form 4241-A is the worksheet that calculates the route
time and salary for an individual route. To determine route time, counts for each
evaluation workload item are applied fo its respective evaluation factor and then
summed. Salaries for individual routes are then determined by appi:,rihg the
route time to the appropriate step on the Rural Carrier Evaiuated Schedule (see

Afttachment 4 to this response).
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Response of United States Postal Service S15%

To Interrogatories of MPA
(Redirected from Witness Baron USPS-T-17)
MPA/USPS-T17-11. The following questions refer to the evaluation factors.
a. When was the last time that the evaluation factors were revised?

b. How often does the Postal Service revise its evaluation factors?

c. When will the next revision of evaluation factors by the Postal Service
occur? '

MPA/USPS-T17-11 Response:
a. The last time there was any change in rural stan&ards was a change to
the stamp stock altowance for rural routes. A memorandum of understanding
was signed during the negotiation of the 1995-1999 agreement with the
National Rural Letter Carrier's Association which established a single stamp
allowance for all routes. This change went into effect on October 26, 1986.
b. As needed.

¢. No changes are currently planned.



Response of United States Postal Service
to Interrogatories of MPA
(Redirected from Witness Baron USPS-T-17)
MPA/USPS-T17-12
a. Please provide the definitions of letters, flats, and parcels used for
determining the evaluation factor and average value figures provided on this
worksheet.

b. Please provide the average value and evaluation factor for the past
ten years for each route evaluation item listed in W/S 10.1.1

MPAJ/USPS-T17-12 Response:

a. See Attachment 1 to this response.

b. See Attachment |, parts a-e, to this response for the W/S 10.1.1
worksheets for Fiscal Years 1992 - 1996. Fiscal Year 1992 was the first year in
which the Postal Service performed these calculations in spreadshe.et format.

These spreadsheets do not exist for the earlier years.
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At Orrices Witk Ruaar Deuveay

National Count of Mail on Flufal Routes

in accordance with Arlicle 8.2.C.3.a(2) of the 1995

National Agreement betwoen the Postal Service and the

National Rural Letter Carriers” Assocfation (NRLCA), a

24-day Natlanal! Count of Mall wil! be conducted September
2-28, 1997. The count wlll be conducted on encumbered
regufar rural routes where elther the employer or the regular

rural carrier opted for & count by June 27, 1997, end on any

suxlliary or vacant regular rural route where management
elects to count. Additionally, where mutually agreed to by
management and the regular rural carrier, the carnier may
conduct the count, as provided by the March 14, 1897,
USPS/NRLCA Memorandum of Understanding on National
Mail Count on Rural Routes and Roule Inspection
Procedures. .

Majil Count Proceduras '

Mail count proceduras for all 24 days of the count must be
in accordance with Chapter § of Handbook PO-B03, RAura/
Dslivery Carrisr Duties and Responsiblites (June 1931 edi-
fion), except part 535.12, which is revised as follows:

Handbook PO-603, Rural Dellvery Carrler Dutles
and Responsibliities

5 Inspeclion, Count, and Adjustment of Rural
Reoutes
- . - » *

530 Rural Route Masll Counts

F - . . . .

535 Mail Count Forms
- L - - ]

53512 Completion. During the-entire mail count period,

complate PS Form 4239 dally for each route.
Transfer the totals dajty from PS Form 4239 1o PS
Form 4241, Use the {oliowing guidelines tfo
complete PS Form 4239:

a. Column A — Letter-Size Mail

{1) Enter In this column all letter-size mall, including ordi-
nary lerers, cards, newslefter fype mail, and circu-
lars five inches or less in width that can be cased in
the separations of the camrier cases. Small maga-
zines and small catalogs 5 inches or less in width and
a/8 inch or less in thickness are included in this col
umn. Include detached addreas labels {specifically
addressed) for sample merchandise, magazines,
and catalogs in the latter count.

Note: The maximum thickness of &/8 inch applies only
to small magazines and small catalogs. Letter-size mail is
mail that fils in the width of the case saparation in use, re-
gardless of thicknass. Al detached address cards {with a
specific address) for sample merchandise, shared mail,
magazines, and catalogs are inciuded in the fetter count,

(2) Do not include newspapers, boxholders, flats, and
rolls even though they may be cased with fetter mail. Count
each direct or sagmented bundle (see parnt 225 .4} distributed
and tied oul at mail distribution cases as one parce! and enter
that number in column D. Do not count direct or segmented
bundles tied out at the carrier case (see part 225.5) as par-
cels, Do not include registerad, certified, COD, numbered In-
sured, Express Mail, and other accountable mall In this
column. For special delivery articles sea column F.

b. Column B — Sector/Segment Letters

Enter In this column all mail up to 6 1/8 inches in width that
is processed on automated equipment in sector/segment
order.

¢. Column C — Papers, Magazines, Catalogs, Fiats,
Other Non-Letter-Size Mail

Enter in this column newspapers, flats, magazines, cata-

logs, rolls, and other non-letter-size mail that can be cased

for delivery using carmier casing equipment. This Includes

catalogs cased with other mall or cased separately. This

doas not include those tems specifically referenced in col-

umn D, Parcels,

Exceptions: Count simplified address articles. including
mall with detached labels, as boxholder mail and enter the
number In column E. Count each direct or sagmented bundie
distributed and tled out at mail distribution cases (saae part
225.4) as one parcel and enter the number in column D, Do
not count direct or segmented bundies tiad out at the carrer
case (see pan 225.5) as parcels. Do not count registered,
cenified, COD, numbered insured mail, Express Mail, and
other aceountable mail in this column. For special dalivery
articles se9 column F.

d. Column D — Parcels

{1) A parcel Is any rigid anicle that exceeds any one of the
following dimensions:

(a) 5 inches In height,
{b} 18 inchac in length,
(c) 1816 inches In width.

Examples: A rigld anicle that mezsures 4. x15. x 134
is recorded as a parce! because the 1 3/4. thickness ex-
ceeds the 1 9/16. criteria, Howaver, a rigld article that mea-
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sures 5. x 1B, x 1 9/16. is recorded as a flat because none

nf the dimensions exceedthe stated criteria. (This includaes

cles properly prepared and endorsed “Do Not Fold or

* in accordance with Domestic Maif Manual (DMM)
~B8.2¢.)

{2) In addition, any nonrigid article thal does not fit in the
letter or flat separations (whare flat separations are used)
with other maif is considered a parcal. (This includes articles
that have not been prepared in accordance with DMM
€010.8.2c, even though the mailer has endorsed them
“Do Not Fold or Bend.” Thase nonrigid articles should be car-
fied and credited as parcels, provided thal they do hot fit in
the lettsr or flat separation (whers flat separations are used)
with other mail without damage 1o the article).

(3) The carrier has the option of handling edd-size ar-
ticles either with flal mail or separately, regardlesgs of how R is
credited, ‘

{4) Parcels with detached labels do not belong In this col-
ymn. They are counled as boxholders in column E. Only spe-
cifically addressed samples oo large 1o be cased are

- included in the parcel count

{5) Each direct or segmented bundle distributed and tied
out at the mail distribution cases (see pan 225.4) is counted

as a parcel. Direct or segmented bundles tled out at the -

carmer case (see part 225.5) are not counted as a parcel.

(6) Reglstered. cenified, COD, numbered insured,
“«press Mail, and other accountable mail are not counted in
= column, (For special delivery anticles see column F.)

Column E — Boxholders

Enter the daily number of boxholders (famllies, boxes, or
deliveries, as appropriate) taken out for delivery on the route.
This Inciudes all simplified address mail, including samples
with simpliffed address (see DMM AQ40). When samples are
recoived with detached address labels (specifically ad-

dressed), enter the total mumber of samples. (See part -

£35.12 3, column A, for recording the labe! count) Include
simplified address. detached labels {no specific name or ad-
dress) in this column. The number of pieces of boxholder
mail must not exceed the number of families or baxes (as ap-
propriate} on the route for each mailing. Incfude In this col-
umn all boxholders, whather cased or not.

f. Column F — Ragistered Mazil, Certified Mall,
Numbered Insured Articles, Expross Mail, ahd Other
Accountable Mail.

(1) Enter the number of articles recsived daily for deflv-
ery In this column. Entries in this column preciude entrias for
the same items In columns A, B, C, D, or H.

Nole: Where the carrier dismounts or leaves the fine of
travel 10 effect deflivery or attempt delivery of speclal delivery
mall, enter the number of special delivery articles In this col
umn. Otherwise, enter them in columns A, B, C, or D as

appropriate. Do not racord any articles entered in columns A,
B, C,D, ortLincolumn F,

{2) On high-density (L) routes where multiple account-
eble items are received for one address, enter the iterns on
PS Form 3883. The route recaives credit for one account-
able anlkle per page or panial page completed.

Example: If a route received 10 accountable arlicles of
which five were for delivery to one address, the route would
receive credit for six accountable itemns: one item each for
the five articles for delivery to individual addresses, and one
tern for the five arlicles entered on PS Form 3883, Fimn
Delivery Book for Accountable Maii, for defivery 1o the one
address. Under no circumstances use & PS Form 3883 for
delivery of only one accountable item.

(3) When a PS Form 3883 is authorized for use on high-
density (L) routes, additional credht Is allowed for handling re-
turn receipts on ltems listed In the book {see ¢column T).

g. Column G — C0ODs and Customs-Due Raeceived
for Delivery

Enter dally the number of articles received lor delivery.
h. Column H— Postage Due

Enter the number of postage due articles taken out for de-
livery. Do not Include postage due items in columns A, B, C,
orL. '

Note: A carrier can receive a double credit Ior a postage
due parcel.

Example: An ordinary parcel with postage due would be

~ credited as'a parcel in column D, Parcels, and in column H,

Postage Due.

. Column 1 — Change of Address (COA)

Enter in this eolumn the number of change of address or-
ders (PS Form 3575, Change of Address Order, or PS Form
3546, Forwarding Order Change Notice) received and en-
tered during the count pariod. PS Form 3546, inftated by the

carrier, is creditable as a forwarding order, provided that it s

not a2 duplication of a previous actlon. There must be no ac-
cumulation of change of address orders at the start of the
count pariod,

Note: Do not record the entry of a new or edditional cus-
tomer's name on PS Form 1564, Address Change Sheel, ot
PS Form 4232, Rural Deiivery Customer Instructions, as a
change of address order.

. Column J — Marked Up Mallpleces

(1) In this column, record the number of pieces of all
classes of mail marked up. Markups are mailpieces undeliv-

5158

grable as addressed that require the carrier to endorse the

mail with the reason for nondelivery specified in DMM
F010.4. Do not record mail rissonted to & route as a markup.
Do include miasorted and missent mail in the original count
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of mail. This applies where routes have been adjusted, ters-
tory has changed, or the mail is rouled to the wrong carrier.

{2) Ininstances where mailing addresses have been
changed from rural routes and box numbars to street names
and numbers, mail is net credited as a markup on the route
where the territory transferred 1o or from. This is considered
a hand-off and credit is given in the ofiginal count of mail.

(3) Markup creditis provided for the following categories
of undefiverable mail:

(3} Mail Sorted lv the Undsliverablo-as-Addressed

Separations or Designated Location at the Camier Case.
Credit one markup for sach bundle of the following catego-
ries of mail:

B A2
machinable.

(i} Insufficient address.

(i} Undeliverable-ag-addressed,
forward.

{fv) Undeliverable bulk buslness mall,

(v} Other undeliverable bulk business mail.

(b} Excess Boxholders. Catriers will do gll of the
following:

() Bundie separately each set of excess boxholder
mail. {A sack, hamper, iray, elc., may be used for this
purpose.)

(/) Endorse a facing slip /n Excess of

lequirements, initial, and attach to each bundle, and

(%} Receiva one markup credit for each set.

(‘),‘-,f Mail Individually Endorsed by the Carner. Credit &
markup for each piecs of mail in the fellowing categories:

{7 Attempted—Not Kriown.

{7 No Such Number.

(7)) Decaased.

vy No Mail Receptacle.

(v) Retused. _

(v} Vacant. Only First-Class Mail, Periodicals, en-
dorsed Standard Mail (A) ar Standard Mall (B) addressed to
Cecupant. Do not endarse undeliverable bulk business mait.

(i} Undeliverable-as-Addressed (Parcels). Do not
credit as a markup parcel post sndorsed only to indicate that
an attempled delivery notice was left.

{7} No Record Maii, Credit as & markup each place
of mail given to the carrier under the provislons of 242.4,
whether or not the piece is marked up by the carder.

separations/machinable or  non-

unable to

. (ix) Other required individuat carrier endorsements
in DMM F010.4.2, es appropriate, and undpliverable mail the

postmaster or supervisor requires the carrier to individually
endorse. |

k. Column K—PS Form 3821 Completed

Enter only the number of completed PS Forms 3821,
Clearance Recelpl.

. Column L — Dellvery Polnt Sequence {DPS)
Letters

Enter in this column all mall up 1o 6 1/8 inches in widih that
is processed on aulomated equipment as Delivery Point
Sequencs mall,

Exception: If fewer than 2,400 pleces of DPS mail are
averaged per week during the entire mall count period and/or
the route was not valldated before the tount a5 meeting the
98 percent quality threshold, mail processed as DPS will be
cased and recorded as sectar/segment mall in ¢olumn B on
PS Form 4241, Rural Delivery Statistics Report, or, if it does
not qualify as sector/segment mail, recorded in column A,
Letter Size, or column €, Newspapers, Magazines, Flats,
Catalogs, and Rolls, as appropriate,

Note: Casing of DPS mall will not change mail count pro-
cedures or time standards applied to DPS or other mail.

m. Column M — Money Order Applications

Record in this column the number of money order ap- -
plications received on the route. if rural carriers reside on the
route they serve and regularly purchase monsey orders
throughout the year, they will recaive credit Postmaslers or
supervisors review each money arder application daily.

n. Column N — Letters and Flats Collected

Enter In this column the number of latters and flats col-
lected on the route. If mail is received in bundles, count each
bundle as one piece. Do not count each piece in the bundle.
Do not include mall plcked up from a collection box or cluster
box unit (CBU) collection compartmant. Cantralized defivery
equipment collaction compartments tecsive a standard al-
lowance.

Enter in column R the actual time required to open the
collection boxes, remove the mall, and close the boxes.

o. Column O — Ordinary and Insured Parcels

Aceepted

(1) Enter in this column the number of ordinary and in-

sured parcels accepted on the route. That ls:
(a) Parcels that require the carrer to weigh, rate, and
affix postage lo the article, or .
_ (b) Parcels weighing more than 2 pounds for which
pestage has bean prepaid.
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(2) Do not enter obvlous letier- and flat-size mall, Includ-
Ing fiimpacks, etc,, whether the carmrier affixes postage or not.
sunt presacked parcels for which postage has been com-
Jed as one parcel for each sack, Do not credit parcels that
a customer refuses or are not deliverable as & parcel
acceplad. .
p. Column P — Registers and Cerlified Accepted

Record in this column the number of registered and certi-
Tred articies accepted on the route. Do not Include in the

count those articies returned when PS Form 3843 has been

Ieft for the customer. Time credit for No Response — Left
Notice Items Is included in the time factor for delivery.

q. Column Q — Loading Vehicle

Enter the time spent transterring mail from the carrier's
work area to the vehldle. This time shou'd include taking mail
from the work area 1o the vehicle, placing mail in the vehicla,
and retuming the equipment 1o a designated location. Post-
maslers or supervisors must cbserve the loading operation
‘dally to ensure that carriers operale efficiently. Include only
the time required to place mail in gumeys or hampers in load-
Ing time if mail cannot be placed in the conveyance during
strap out. In officas whare the carrisr does not normally with-
draw all mall for the route, the required final withdrawal from
the designated distribution case, or other equipmaent, will be
accomplished in conjunction with the loading operation, and
the actual time required included in the loading allowance.
Do nct Include the time usad for this function if the carmier re-

ves the withdrawal allowance. Loading time in excess of

minutes must be fully explained in the Comments section
of PS Form 4239. However, do not interpret the loading al-
lowancg to be & minimum 15 minutes dally. The actual tme
shown.for Inading the vehlcia must not include time for ar-
ranging parcels in delivery sequance; this is included in the
fime allowancs for thosa iterns in column D.

.- Column R — QOther Suitable Allowancs

(1) A reasonable time aliowance may be claimed for un-
usual conditions, or for other sarvicas rendered on a daily or
waekly basis that are not accounted for under the normal
work functions. This does nat inglude time for vahicle braak-
downs. Management must suthorize items for which time is
clalmed under this heading. These items must recur daily or
weekly. Weekly safety talis must be conducted, and the ac-
tyal time required (usually 5 minutes per waek) recorded in
column R. ' '

{2) The actual time required to place Central Markup
System/Computerized Forwarding System (CMU/CES) mail
in the designated locaton is credited in column R.

{3} Where no office personnel arg on duty when the car-
er returns from serving the route on Saturday, the carrier re-
ceives actual ime allowance only for those duties performed
over and above the normal functions of this day and the fol-

lowing work day. (This does not includs time spent counting
mall or campleting count forms.)

(4) Those carrlers who serve & nonpersonnel rura! unit
receive a minimum allowance of 15 minutes dally for each
unit served. Boxes located In these units are not Included in
the route totals on PS Form 4241, Addlitdonal time above 15
minutes claimed for servicing a nonpersonne! unit must be
explained in the Comments saction.

(5) Personal ¥me, or time ysed for purchasing and chack-
ing stamp steck, shouid not be entered. These times are
credited when the svaluation is processad at the Information
Servica Center (ISC).

(8) No entries are made in this eolumn for those routes

" vsing USPS-owned or Jeased vehigles. The ISC wilt auto-

matlcally credit appropriate time allowances as indicated in
£35.23. Time spent waiting for vehicle repair or tow while on
the route is not a recurring function, and Is not granted.

{7) Al enlries in column R require explanation in the
Comments section,

Hote: No entries are made in this column for those routes
with collection comparntments, or parca’ post lockers located
in centralized delivery equipment.

5. Column S — Purchasing Stamp Stock

All rural routes will be automatically cradited with 20 min-
utes per week for purchasing and checking stamp stock.

Note: The Minneapolis 1ISC will credit the 20 minutes per
week and record the proper aliowance on PS Form 4241-A,
Rural Route Evaluation.

1. Column T — Returmn 'Receipls

On high-densiy {L) routes. an additional credit s recelved
only for those retum recelpts for accountable items handled
vig PS Form 3883 (see column F). Enter In this column the
number of retum receipts attached 1 those accountable
lrerns entered on PS Form 3833, Do not credit retum receipls
on accountable items delivered other than those listed on PS
Form 3883.

Example: If & route recsived 10 accountable ems and
each had a retum receipt attached, but only four of the Rems
were sted in a firm deflvery book, the route receives credit
for fout retumn recelpts in column T.

u. Column U — Authorized Dismounts

The number of guthorized dismounts is shown daily. (See
part 313 for those instances where dismount deliveries may
be suthorized.)

Example: A carrier is authorized to dismount at a schodl,
The school office is closed on Saturdays. Tha route would be
credited with a dismount Monday through Friday, but would
not receive dismouynt credtt on Saturday. Authorized dis.
mounts must be explainad In the Comments section. When 2
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carrier dismounts primarily to provide other sorvices, such
as delivery or pickup of accountable mail, COD, Express
Mail, elc., do not autherize dismount cradit; existing time al-
“owantes include time for dismounting.

v. Column V¥V =~ Authorized Dismount Distance
{in teet)

(1) Enter the authorlzed dlsmount distance (in feet) trav-
eled daily by the camier. The distance entered could vary dak
ty deponding upon the number of dismounts authorized sach
day (see column U), Before dotermining the authorized dis-
mount distance. the postmaster or suparvisor must:

{a} For single delivery point dismounts such as CBUs, a
school. mailroom, etc., establish the authorized parking
{ocation at the closest praclicable polint.

{b) For muttiple deffveries requiring a dismount (such as
multiple apartment buildings served from one park point,
shopping centers, ete), a parking location Is established at
the most advantageous polint or polnts, and the authorlzed
dismount line of trave! between dellvery polnts s lald out in
the mos1 efficlert travel pattern. To avoid unnecessary trips
to the vehicle and to ensure employee safety, the postmaster
or supervisor may authorize the use of a carrier satchel or
salchel cart.

{2) When determining the autherized dismount distance,
the postmaster or supefvisor must measure the most direct
andfor efficient distance from the point of dismount from the
vehicle to the delivery point, or points, and relum to the ve-
hicle. Record measurements to the closest foot. Make ali en-

jes on the basis of the number of trips requirad by the carmier
sach day.

Exsmple: A schoolls authorized as 2 dismount delivery
point. The total dismount distance from the vehicle to the de-
fivery point and retum Is 140 fest. If, on the first day of the mall
count, the volume for this defivery raquires only one trip by
the carrier, the camier would receive credit for one dismount
in column U and 140 feet dismount distance In eolumn V. If,
however, on the second day, the volume for this delivery re-
quired two trips, the carrier would recelve credit for one dis-
mount in column U and 280 feet In dismount distance.

(3} There must be a reasonable expectation that the line
of travel established for the dismount is available to the cari-
er at least 90 percent of the time. This considaration is espe-
clally Impontant in areas that experience consistently heavy
snowfalls where diract dismount routes (not coinciding with
existing sidewalks) will be blocked most of the winter.

w. Column W — Counting Time

Enter the number of minules actually used to count the

mail Only the carriar’s time is recorded and not the postmas-
ier's or supervisor's counting timea. ’

Dally

X, Column X — Walting Time

Enter the numbar of minutes the carrier spant waiting for
mail after the official starling ime.

y. Column Y — Intermediate Offices Serviced Daily,
Services Performed at Intermadiate Offices

(1) Enter the number of intermediate post offices served
dalty. Garriers who perform functlons or sefvices at inter-
mediate offices for which time allowances are provided will
recalve appropriate time credit for these services.

(2) Record daily on PS Form 423§ all functions per-
formed or setvices provided at intermediate offices, and lor-
ward, in a sealed envelope, to the postmaster at the camier's
originating office.

(3) When a non-L route carrier puichases stamp stock at
an intermediate office, show the actyal time required to per-
form this function, not {o exceed 5 minutes dally, In the Other
Sulable Alfowance column and explain in the Comments
section. Duting the mail coumt pariod, maintain the normatl
fraquaency of stamp purchases at the intermeadiate office.

Note: For high-density (L) route carmiers to recetve this
additional allowance, their purchases must meet the mini-
mum requirements of 150 times the First-Class Mail postage
rate.

{4} When completing PS Form 4241 for the wesk, the
postmaster or supervisor et the office from which the route
begins will include in the proper Tofa/columns the items ap-
plicable to the intermadiate office, and writes n above the
signature line the words, “includes services performed at in-
termediate office.” Indicate on the form, In the Comments
saction, the functions or services performed.

Z. Celumn Z — Welght of Locked Pouches Carriad

Enter the weight camled in pounds (rounded to the naar-
est whole pound) of il mail, including outside pieces, to or
from designated offices. Carrlers serving nonpersonnat rural
units do not receive cradd for a locked pouch.

Note: To determine the daily weight, total the pouch
weight of all days and divide by 24. Then divide the dally
weight by the number of locked pouch stops from fine C,
Additional Information, fo determine the avermge daily
waight. Enter this number in column iZ on PS Form 4241-X.

* L - * L

Fuwre editions of Handbook PO-603 will Include the
changes In part 535.12 as published. Pestmasters must hold
joint corfarences 1o discuss mall count procadurss and in-
structions with supervisors and rural carriers involved in the
count no laler than close of business on Saturday,
Auvgust 18, 1597,
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Completion of PS Form 4239

PS Form 4239, Rural Route Count of Mail (March 1994)
{SN 7530-02-000-9205, Quick Pick Number 316). is in
stock and may be ordered from the materia! distribution cen-
ters (MDCs) using PS Form 7380, MOC Supply Requisition,
or by Touch-Tone Ordar Entry. At least 24 forms are required
for each rural route being counted. Instructions for complel-
ing this form are included with this article.

Completion of PS Form 4241

PS Form 4241, Rural Delivery Statistics Report (May
1994), is Includad on page 19 of this Postal Bulielinand must
be reproduced locally as needed. Because this is a four-
week natlonal mail count, two PS Forms 4241 will be re-
guired for each route baeing counted. Transfer data daily from
PS Form 4238 and total PS Form 4241 at the end of each
2-week perlod. Completion instructions for this form are
found in Part 535.2 of Handbook PO-603, Aural Delivery
Larrier Duties and Responsibiities (June 1991 edition).

Completion of PS Form 4241-X

One PS Form 4241-X, Rural Delfvery Siatistics Summary
Rsport (May 1995), will be raquired for sach route being
counted. Transfer data from PS Forms 4241 at the end of
each 2-week period. Completion instructions for this form
are the same es PS Form 4241, PS Form 4241-X Is notin
stock at the MDCs. A copy of PS Forrn 4241-X is included

n page 21 of this Posfal Bulietin and must ba reproduced
cally g8 nesded.

Completion Requirements and Dates

)

in addition 1o completing PS Form 4239 and transferring
the information daily io PS Form 4241, individual postmas-
1ers and supervisors are responsible for completing and re-
viewing PS Forms 4241 and PS Form 4241-X {or accuracy
by October 1, 1997. :

In accordance with Handbook PO-603, individual rural
carriers are given 2 days to review PS Form 4241-X before
signing ®. Rural camier roviews must be completed by
Octobar 3, 1997, so that afl forms are submitted and recetved
by the district no later than Oclober 4, 1837,

Individuals responsible for input of mail count data
through the Distributed Data Entry/Data Reporting
(DDE/DRY) application must be familiar with the entry screen
to ensure data is propery entered and recorded in the cor-
rect colurhn, Data entry may bagin on October 1, 1987. All
DDE/DR data entry must be complasted by ¢lose of business
on October 31, 1887, Do not submit PS Forms 4241-X to the
Minneapolis information Service Center (ISC}).

PS Form 4241 A, Rural Route Evalustion

PS Form 4241-A, Rural Route Evaluation (July 1954), Is a
laser-printed form generated by the DIDE/DR systems. This
form Is not avallable from the MDL, Minneapolis will pre-
coss all counts Novemnber 1, 1937, and complete and mall
this form to each district and assoclate offica for receipt by
Novembar 7, 1997.

National Mail Count Training

Districts conducting national mail count tralnling should
notify the NRLCA state stewards of tha date, time, and loca-
tion of all training sessions. Administrative laave to attend
one of these sessions should be approved for each state
steward. State stewards may use annual leave or request
leave without pay to attend other district-autharized mail
count tralning sessions.

Option Election for Rural Routes Not Being
Counted

Regular rural carders who qualify for a high or low option
and wha do not count in September are eligible to elect a high
oplion (see Article 9.2.C.8 of the USP3-NRLCA Agreement)
for the new guarantes year by compleling PS Form 4015-A,
Rural Carrier Agresment to Use Annual Leave Pursuant fo
Elaction of Higher Route Classification. Option changes are
entored by processing PS Form 4003, Official Rural Route
Description, and are effective with the beginning of the new
guarantee period, November 8, 1997 (PP 24-57).

—Delivery Pelicles and Programs,
Operatiens Support, §-14-97

APO/FPO Changes

Make the foliowing ink change to the mos! recent APQ/
FPO tables published in Posta/ Bulletin 21851 (7-31-97).

APO/FPO | Action | Etfective Date | See Restrictions
09356 Not Active | Immaciiataty

—intemational and Miitary Malf Operatiens,
International Business Unii, 8-14-87
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Postal BulLEnn 21952 (8-14-97)

PacE 180>
E Rurgl l?el!very Pest Ollico, Stie, and ZIP « 4
Statistics Report
fssitic oo (Foltow lnstructions in Chapler § of Hancbook PO-603)
Dalra Dictrict P Codo Catriar's Name
Datw of Caunt Routs Roum Mias Rogular Cenlalzed NDCBU | pgreot Vehicly
From .omu;p. Finance No. Ne. [Hondredths) Bares Bores c?mg‘,_ Lockars Sops
Papers, cob
Lalor t Chan Fol
Dais Sigs Lo iy | P Roi Hoidere ac‘n':l";. et PR | O | Marvps | 55T
A —m (=] [ i3] * (G} [o)) /] 4] [L1)
Taw'
MO, Latier Sizn Ol | Reg & [Loadng| Oowr l Pu. [Rewum] Aut Daly | Tob Dislance of | Lochkad
Daa DPS Lobors Azl‘::r ang:m ’:\;PP CenL .l?&\m amu- mm DF-:;\B Auh&?,rbllm ‘F"’:u:h
in. 1] w [l
I3, ™) o - =l B W) W { i
Totd
ﬂ\E“"‘m‘ O Boecal  Ciamanded | {cumipetsr  DYes Do In he evar et am aighie o cloct ¢ highac ute
daxsificetion, ree b use stificient arvraal Mm
B)) Familos Served l ] N Detour Miex (orsimss) J | ] 30 gusranme puricd 1o SERUR W31 my kot ackial work
€} Nurmbar of Locked Peueh Sops T DYee ko hours wll not axcwed 2,080 durdng 4w Quamnies panad.
L} Mnil wisdrawal DYs ON__ | |insemson? O Yes [ we [Carders Signaun
Il e s
Office Time Rogutar Bexos Dala of Lotal Conlersrce
Cantral Baxee .
Foum Tere O Oosu O Gon Yer Cortified To Bs Corryct
- e Carvers Signature
B Mot Totai Time | LeD0R ey O Yea O da '
Aiga] Ofies 1} Hign Opion DvYss Dhe ) .
Veed Fouly Q] Luave Commitneat D Yer [ No Po & Sigrasire and Des
Waiting and Couning Time ] R,y Ove Do |P

PS Form £241, May 1954

All Entries o Column "R* buet Be Expialned ¢a Reversa,

(Discard Previous Editor}
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Attachem !
Part

| SR YEAR 1992
COST SEGMENT 10 - - HURAL CARRIERS MPAJUS: . .17-12 b.
WORKSHEET 10.4.1 ~~ DEVELOPMENT OF EVALUATED AOUTES ATTRIBUTABLE COSTS

PAGE 10F 1 Suey
DELVE
EVALUATION ALLOWANCE ___DELVEREDANDCOLLECTEDMAILCOSTS
LINE AVERAGE  EVALUATION VEHICLE LOAD  MARKUPS B.EN%ELI:T';S ADISTED  LINE
NO.  ROUTE EVALUATION ITEM VALUE FACTOR  UNADJSTED ADJUSTMENT ADJUSTMENT  ADJUSTED  UNADJUSTED ADJUSTMENT  ADJUSTED 000 LINE
o a o e o © 7= ® ® N
1 COLUMN SOURCE>> ol - ] 2)x0) o . a0,
2 VOLUME VARIABLE ® e “-6 tel i @) +} (10)/1000 !
3 LETTERS DELVERED 001,304 < 007910 < 4756313 900.15 750.88 49,214.18 252,18+ 48 352,227 252 3
4 FLATS DELIVERED 415017 < 0.14180 <  50,76841 111247 927.75 60,806.33 435,137 57 435,194 e
5 PARCELS DELIVERED 12,185 < 033300« 405781 ° 7679 64.06 419048 30,045 (109) 29942 oo
8 BOXHOLDERS DELIVERED 176,193 < 004000 < 712772 134.09 1125 7.375.14 52777 2,777 ol
7 CODDELVERED 107 < 550000 < 588,50 11.14 9.29 608.93 4358 4a%A -
8 ACCOUNTABLES DEUVERED 1,404 < 400000< 561800 108.28 88.68 5.810.94 a1,584 41584 4
8 POSTAGE DUE 407 < 0,20000 < 81.40 1.54 1.29 84.23 503 P I
10 RETURN RECEIPTS 8<  02%000< 2.00 0.04 003 207 15 o g
11 LETTERS/FLATS COLLECTED 98,710 < 004000 < 194878 - 2,04876 28,258 28,258 s 1
12 PARCELS ACCEPTED 218<  400000<  1,104.00 1,104.00 7,900 7 900 s 1
13 ACCOUNTABLES ACCEPTED 45 < 2.00000 < 80.00 90.00 044 ‘644 -
1s MONEY ORDERS 79< 350000 < 278,50 278.50 1,979 1979 L
15 VBHICLE LOADING 4088 < 050000« 24300 (2,342.00) ’ z n
18 MARKUPS 8374«  0230D< 195449 (1.954.49) n
g ertg.l. 133,519.54 {0.00) 000 13351954 955,481 ) 955,481 955 17
18 MILES 5757 <  1200000< 6908400 18
20 REGULAR BOXES 25,284 « 200000 < 50568800 19
21 CENTRALIZED BOXES 4281 < 1.00000 < 4.281.00 ' 20
22 LBOXES 17,056 < 164000«  27.671.84 2
23 NDCBU COMPARTMENT3 156 < 1,00000 < 150.00 i
24 PARCEL POST LOCKERS 142 < 2.00000 < 284.00 2
25 POUCHES 107 < 1.00000 < 107.00 24
28 WITHDRAWLS 2221 < 100000 < 222100 ;’:
27 CHANGE OF ADORESS 432 < 2:00000 < 864.00 i
28 FORM 3579 464 < 2.00000 < 929.00 z
29 OFFICEWORK 3,000 < 100000 < 3,000.00 . pit
20 PURCHASE STAMPS 2,163 < 1.00000 < 2,16200 o o
31  OTHER SUITABLE ALLOWANCE 1,445 < 100000« 144500 x
22 DISMOUNT 1,008 < 0.10000 < 188.60 -
33 DISMOUNT DISTANCE 186,045 < 0.00284 < 529.22 X
38 TOTAL -
35 ATTRIBUTABLE [e] 955,481 955,481
38 INSTITUTIONAL 1,218,088 1,216,068 ' g?; g:
3t TOTAL 1,571,623 297,308.20 2,171,547 2171547 2172
_a ~ LA F= 178 SEC VI (LINES 15, 25, 26, 29, 20, 31 ARE FOR ALLOWANCE FOR AVERAGE ROUTE} o - L17and L35 W/S10.0.1 CALS; L1..14, L15 APPORTIONED ON C7;
b~ LﬂF;iMSEcgN(élﬁ?g 38.29 30, 3 = 1.0000 TO CONFORM WITH NOTE o, ABOVE), 137, WiS10.0.1 CaLs; Lag Lar-Las )
© - CAL1S APPORT ALAL10 f ~ CAL5 (CBLS x BUNDLED LETTERS AND FLATS F
d ~ CAL1E APPORTIONED ON CLA.L10. COMPOSITION OF [C8L3 + COL4] ACTOR) APPPORTIONED ON
FACTOR = 0.003430 (SEEW/S 10.1.2, N c).

7919



[ ) JEAR 1983
CO%1 SEGMENT 10 = ~ HURAL CARRIERS

WORKSHEET 10.1.1 - - DEVELOPMENT OF EVALUATED ROUTES ATTRIBUTABLE GOSTS

Attachme =~ !
\ Part b.
MPA/USP. .7-12 b.

PAGE 1 OF { s :
DEUVERED A
EVALUATION ALLOWANGE UVERED AND COLLECTED MAIL COSTS L
LINE AVERAGE  EVALUATION VEHICLELOAD  MARKUPS AN TS, ADJUSTED
NO.  ROUTE EVALUATION ITEM VALUE FACTOR  UNADJUSTED AOJUSTMENT ADJUSTMENT ADJUSTED  UNADJUSTED ADJUSTMENT  ADJUSTED {000)
() @ @ e ) ® M= ® @ (10)= Tane
) COLUMN SOURCE>> fa) ) @) fel (d] 4).0) .
2 VOLUME VARIABLE » ( tel n @+ (10)/1000
3 LETTERS DELVERED 801304 < 007910« 4788215 900.15 750.08 49.214.18 273,242 0 73,342 a3
4 FLATS DELVERED 415017« O.14180< 5876841 111217 92775 6050833 ar.281 1 81282 61
& PARCELS DELVERED 12195<  033300< 405761 76.79 84.06 4,198.48 31,850 " 31849 bt
8 BOXHOLDERS DEUVERED 178193« 004000« 712772 134.89 1125 707514 55918 45948 35
7 CODDELVERED 107« 550000 < 588.50 1114 8.29 608.93 4,619 . 4819 s
8 ACCOUNTABLES DEUVERED 1404« 400000< 561800 106.28 8266 581094 44,082 44,002 “
9 POSTAGE DUE 407 < 0.20000 < 81.40 1.54 129 84.23 639 ‘639 1
10  RETURN RECEIPTS 8< 025000 < 200 004 003 207 16 18 o
11 LETTERS/FLATS COLLECTED g8719< 00400 < 394876 394876 29,950 20,956 0
12 PARCELS ACCEPTED 78 400000< 170400 1,104.00 8,375 8,375 s
13 ACCOUNTABLES ACCEPTED A5< 200000 < 90.00 90,00 683 ‘o83 .
14 MONEY ORDERS < 350000 < 27660 276.50 2,008 2,098 2
15 VEBHICLE LOADING 4,000 « 0.50000 < Z,34300 (2.343.00) t
16 MARKUPS 837T4<  023M0<  1.95449 (1,.954.49)
17 TOTAL 133,519.54 {0.00) 000 13351954 1.012.889" 0 1,012,689 1,013
18 FIXED ’
18 MILES 5757 < 1200000 <  69,084.00
26 REQUUAR BOXES 25780 <  200000< 5056800
21 CENTRAUZED BOXES 4281<  100000< 420100
22 LBOXES 17050«  184000<  27.971.84
23 NDCBU COMPARTMENTS 18« 1.00000 < 156,00
24 PARCEL POSTLOCKERS 142 < 2.00000 < 284,00
25 POUCHES 107 < 1.00000 < 107.00
28 WITHDRAWLS 2221 < 100000< 222100
27 CHANGE OF ADDRESS 422< 200000 < 864.00
28 FORM 3579 e 200000« $20.00
23 OFFICEWORK 3000<  100000<  3,00000
30 PURCHASE STAMPS 2163<  100000< 216200
31 OTHER SUABLE ALLOWANCE 1445«  100000< 144500
32 DISMOUNT 1088<  0.10000 < 108.60
31 DISMOUNT DISTANGE 10645 <  0.00284 < 529.22
3 ATTRGUIABLE(s]
B A ABLE [a] 1,012,689 1012880
30 INSTITUTIONAL 1209132 hpdigred s
ar TOTAL 1,571,523 297,300.20 2,302,021 . 2,302,021 2,202

a - LA £= 178, SEC VI (LINES 15, 25, 26, 29, 30, 31 ARE FOR ALLOWANCE FOR AVERAGE ROUTE),
EC Vi (LINCS 45 25, 28, 22, 20, 31 = 1.0000 TO CONFORM WITH NOTE a. ABOVE).

b= iLRF=i75, SEC Vi (i}
¢ - CALISAPPOATIONED OMN CALA.L10.
d - CAL10 APPORTIONED ON G4LA.L10.

a — L17 and L35, W/310,0.1 CAL6; L1..14, L15S APPORTIONED ON C7;
L37, W/S10.0.1 C4L4; LaG, L37-L35

1 - C9L5 (CBLS x BUNDLED LETTERS AND FLATS FACTOR) APPPORTIONEDR ON
COMPOSITION OF {CBL3 + CBL4]
FACTOR = 0.000020 (SEEW/S 10.1.2, FN¢).

LINE
NO.

VDN D AN -

35

37

S9TS
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RESPONSE OF UNITED STATES POSTAL SERVICE TO INTERROGATORIES 5169
OF MAGAZINE PUBLISHERS OF AMERICA (REDIRECTED FROM WITNESS
BARON)

MPA/USPS-T17-13. Please refer to your response to MPA/USPS-T17-11.

a. When was the last time that the Postal Service comprehensively revised alt
route evaluation factors?

b. Please provide the average number of hours worked (determined from the
route evaluation factors) per rural carrier by route type individually for each of
the past ten years. :

Response:

a. Rural standards were adopted in 1954. The Postal Manual published on July
1, 1954 contained these standards. Significant revisions to the rural time
standards and the introduction of some new standards was announced on

July 6, 1964.

b. The Postal Service does not have this information {o this level of detail.
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NAA/USPS-T17-1. Please refer to Table 1 at page 12 of your direct testimony
conceming the calculation of fixed-time costs related to the “stops effect.”

a. Please explain why you chose the lowest 20" percentile as your sample of one-
letter stops to estimate “zero-volume” load times for SDR, MDR, and BAM stops.

b. Please provide the average load time for the entire sample of one-letter delivery
stops for SDR, MDR and BAM stops.

c. Forthe estimates of “fixed time at stop” provided in this table, please provide the
standard deviations of these estimates for the SDR, MDR, and BAM stop types.

RESPONSE:

a. See page 11, lines 4-16 of my testimony. The purpose of choosing the lowest 20"
percentile was to obtain enough observations to preduce reliable estimates of the
minimum load times at one-letter stops.

b-c. The file FixedTime.XLS included with USPS LR-H-140 provides the data
necessary to perform these calculations. | did not calculate the requested average
load times as part of my analysis. However, | can report the following standard
deviations (in seconds) for the 20" percentile data subsets used to calculate fixed time

at a stop:
SDR - 0.234
MDR 0.277

BAM 0.251
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NAA/USPS-T17-2. Please refer to page 11, lines 15-17. You describe your estimates of
fixed time per stop as “upper bound” estimates. '

a. Please discuss what you would consider to be a reasonable “lower bound” of the
fixed time per stop.

b. To the extent your fixed time per stop estimates represent the “upper bound” of
the reasonable fixed time at stop, please confimm that application of these
estimates will result in lower estimates of volume variable load-time costs than
would the use of a “lower bound” estimate. If you cannot confirm, please explain
your response.

RESPONSE:

a. Areasonable lower bound would be the smallest values of any set of estimates that
directly measure pre-loading preparation time. These estimates would, specifically,
measure the time carriers spend immediately prior to the point when they first begin
handling mail pieces, bundles, mail containers, or other mail-related equipment at a
stop for purposes of loading receptacles. Moreover, it is expec':ted, that these pre-
loading times would be completely independent of, and hence uncorrelated with the
volumes of mail that are eventually handled and loaded. The minimum of the pre-
loading values would therefore be quite small, falling within the neighborhood of the 1
second per stop range that is estimated in my testimony for fixed-time per stop, as

shown in table 1, page 12 of that testimony.

Sy

b. Confirmed. The higher the estimate of fixed-time per stop, the greater will be the
cost that is removed from the accrued load time pool and moved into the access cost

pool.
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NAA/USPS-T17-3. Please refer to Equations (1) and (3) on pages 7 and 8 of your direct
evidence. These equations are used to measure the volume variability of load time with
respect to volume.

a. Please provide your interpretation of the coefficienta in each of these
equations.

b. Does the coefficient a provide an estimate of the average fixed time per
stop? If not, please explain why not.

¢. Does the average fixed time per stop vary depending upon receptacle or
container type? Piease explain why or why not.

RESPONSE:

a. This intercept coefficient is added to the load-time equation to improve the fit of the
ordinary least squares (OLS) estimation of the entire set of right hand side coefficients.
Without the o term, the OLS estimation would be forced to set the intercept at zero.

This would produce biased estimates of the slope coefficients.

b. a predicts carrier time at zero volumes and deliveries. However, the 1985 test data
sets contain no actual data on carrier time expended when volumes and deliveries equal
zero. Therefore the estimates of a in the regression equations (used in my testimony),
which were derived from the 1885 test data set, are simply artifacts of the estimation
?rocedure. These estimates should not be interpreted as valid measures of fixed-time
‘per stop - the time expended at zero volumes and deliveries. For example, the
estimates of o in the MDR and BAM regressions are both negative.

c. No. Receptacle and container types affect the amount of time spent in activities that
involve the handling of mail or mail-related equipment. These activities include the three
elements of load time defined on page 39 in the 1985 Load Time Variability Test,
Industrial Engineer Test Package, which was presented in Docket No. R87-1, USPS LR-
E-4. See my response to question 4a. Fixed-time at a stop measures the work

performed immediately prior to the initial handling of mail or mail-related equipment.
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Response of Witness Baron to Interrogatories of the Newspaper Association of Amarica (NAA)
Revised September 26, 1997

NAA/USPS-T17-4. Please refer to Equations (1) and (3) on pages 7 and 8 of your
direct evidence.

a. Please confirm that the dependent variable, load time, in each of these
equations is equal to the total load time at a particular stop, including both
fixed time activities {i.e., related to the “stops effect’) and the time directly
related to loading and collecting mail. If you cannot confirm, please explain
what measure of load time was used in each of these equations.

RESPONSE:

a. Pantially confirmed. The dependent variable, load time, does equa! the total load
time at a particular stop. However, observe first that the load-time variable as defined
for purposes of the regression equations does exclude fixed-time at a stop. This load-
time variable equals the sum of three components: *mail preparation time,” “load time,”
and “customer attend time.” The exact definitions of these three components are
presented on page 39 of the Load Time Variability Test, Industrial Engineer Test
Package {August 1985), which was filed as USPS LR-E-4 in Docket No. R87-1. (These
Tdefinitions are attached). Note, in particular, the definition of mail preparation time.
This activity is the handling of mail pieces, bundies, containers, or other mail-related
equipment. As such, the mail preparation time interval is necessarily dependent on the
volume of mail being loaded or collected. It will increase or decrease as volume
increases or decreases. Thus, as defined, mail preparation time does not include the
pre-loading prep time encompassed by fixed-time at a stop, since the latter, by
definition, is completely independent of total volume loaded or collected at a stop.
Nevertheless, despite these definitions, it is clear that the data collectors who
recorded the actual observations of load time during the 1985 |oad-time tests made no
effart to explicitly exclude fixed-time per stop from their measures of carrier time. Thus,
some portion of each 1985 recording of load time certainly measures the fixed-time
component. Note, however, that this fixed-time portion must be very smalil. it cannot
exceed the minimum carrier time expended at a one-letter stop - an amount of time |

estimate as approximately one second.
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b. The procedure to derive the elasticities with respect to volumes is explained at pages
2-3 of USPS LR-H-137. The SAS program code and outputs in this library reference
implement this procedure, and present the elasticity results. For each stop type (SDR,

MDR, and BAM), the procedure substitutes average values for the right hand side
variables in the appropriate load-time regression. This produces a predicted value for
load time, and a set of predicted partial derivatives of load time with respect to the
volume terms. This predicted load time does not equal the mean of the load-time values
reported in the 1985 load time test, which are the values used to estimate the load-time

regression.
c. The elasticity estimation procedure does not derive a mean load time.
d. Confirmed.

e. The load-time values in the 1985 test data set used to estimate the lpad-time

regressions do not include a fixed-time at stop component. See my response to part a.
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LOAD TIME VARIABILITY TEST

INDUSTRIAL ENGINEER
TEST PACKAGE

Foster Assoclates, Inc.
washington, D.C. 20036

August 1985



Inter Stop Time (Element 1) - This consists of carrier 5176
time spent along the line of travel of the route on the street
and in going to and returning from a stop, but excluding any
time spent handling mail at the stop. The element begins when
the carrier starts away from a stop after completing the mail
and customer-related activities required at that stop. The
element ends when the carrier reaches the next stop and starts
the mail and customer-related activities required at that stop.
For example, walking up and back over a front pathway is inter
stop time; time spent slowing the vehicle for a stop and resuming
speed after the stop for curbline delivery is inter stop time.

Mail Preparation Time (Element 2) - This consists of
carrier time spent handling majil at or adjacent to a stop to
prepare it for delivery or after collection. The element begins
when the carrier starts handling mail or mail-related equipment
and ends when the mail or equipment is appropriately ready for
delivery or after collection. For example, separating a bundle
of letters into batches destined to individual addresses is
mail preparation time; combining flats and circulars from
separate bundles is mail preparation time.

Load Time (Element 3) - This consists of carrier time
spent at a stop to place mail into or onto a delivery recep-
tacle and/or collect mail from a receptacle and/or perform
mail- related customer services. The element begins when the
carrier's hand starts moving with delivery mail towards the
receptacle (after appropriate mail preparation) or reaching
towards the receptacle for collection mail. The element ends
when the carrier is ready to leave the receptacle. For example,
putting a bundle of mail into a customer mail box and collect-
ing a letter from inside the box is load time; inserting letters
and newspapers through a door slot is load time; signing for a
xegistered parcel is load time. :

Attending Customer (Element 4) - This consists of carrier
time spent serving or awaiting a customer with a mail item
requiring individual treatment. The element begins when the
carrier starts treating the affected piece of mail or customer
as an individual item (such as departing from the normal line of
travel or waiting for the customer to respond). The element ends
when the carrier completes the required individual treatment and
resumes routine operations. For example, going from a multiple
apartment mail box to and from resident's apartment to deliver
a parcel is attending customer time; ringing a doorbell, waiting,
obtaining no response, and providing a "Notice of Attempt to
Delivery" is attending customer time.

Delay for Study (Element 5) - This consists of any time
delay to the carrier's performance or schedule caused by the
ongoing load time variability test. For example, a delay
after completing a stop because there was a large volume of
collected mail for the IE to count is delay for study.

-39~ Section G
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NAA/USPS-T17-5. Please refer to Table 14 at page 39.

a. Please confirm that total accrued load time costs amount to $995,848
thousand under both the new and previous methodology. If you cannot
confirm this figure, please explain.

b. Please confirm that $139,504 thousand of these total accrued costs are “fixed”
or “coverage-related” load-time costs under the new methodology. If you
cannot confirm this characterization of these costs, please explain what these
costs represent.

c. Please confirm that $522,577 thousand of the {otal accrued costs are volume-
variable load time costs, If you cannot confirm this figure or this
characterization of these costs, please explain.

d. Please explain whether the remaining $333,866 thousand ($955,848 less
$139,405 less $522,577) of costs are fixed or variable in nature.

e. Given that these costs are not fixed costs associated with coverage of the
stop and that these costs are not variable with volume, please explain what
the remaining $333,866 thousand of costs represent. .

RESPONSE:

a. Not confirmed. Under the new methodology, this cost is not regarded as the true
total accrued load time cost. Instead, total accrued load time cost is defined as the
$856,443 thousand that remains after the cost of fixed-time at a stop ($139,405) is
éeducted and moved into the access cost pool.

b. The $139,405 thousand cost pool is defined as the cost of fixed-time at a stop under
the new methodology. This cost does not increase in response to increases in volume
at existing stops. In this sense, the cost is fixed at each actual stop (just like traditional
access cost). Obviously, however, this cost will go up as actual stops increase in

response to volume growth.

c. Confirmed.

d. These costs are residual institutional costs. They are still variable in the sense that

they will fall to zero if volume falls to zero.

e. See my response to part d.
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NAAJUSPS-T17-€. Please refer to page 24, lines 8-15. You state that the "previous”
approach uses equations 1 and 3 to calculate volume effects, and that the “only
difference between this procedure and that proposed in Part 1 - Section 1 is the size of
the cost poo! by which the volume elasticities are multiplied to determine the volume-
variable costs.”

a. Please compare the elasticities provided in Table 10 at page 29 (previous
methodology) to the elasticities provided in Table 6 at page 22 (new
methodology). Please explain why the elasticities applied to caiculate volume-
variable load-time costs for MDR stops are 0.65129 under the “previous”
methodology and 0.71026 under the “new” methodology if the only difference is
the size of the cost pool to which the elasticities are applied.

b. Please explain any and all differences in the equations or calculations used to
estimate the different elasticities described in part (a) above.

c. Please compare the elasticities provided in Table 11 at page 30 (previous
methodology) to the elasticities provided in Table 7 at page 23 ( new
methodology). Please explain why the elasticities applied to calculate volume-
variable load-time costs for BAM stops are 0.52107 under the “previous”
methodology and 0.52665 under the “new” methodology.

d. Please explain any and all differences in the equations or calculations used to
estimate the different elasticities described in part ¢ above.

RESPONSE:

(a)-(d). The elasticity estimation procedures implemented by the new and previous
methodologies for both MDR and BAM are the same in the sense that the same
%omputational steps are performed. Specifically, mean values are cal‘c:ulated from FY
1896 CCS data or 1985 test data and substituted for the right hand side variables in the
load-time equations. This produces predicted values for load time and for the partial
derivatives of ioad time with respect to the volume and delivery terms. These predicted
values are then substituted, along with the averages of the right hand side variables, into

the standard formulas to produce elasticity estimates.

As shown in USPS LR-H-137 (see pages 2-3 and the SAS program and output
listings), the application of these steps produces different elasticity estimates under the
new methodology as compared with the previous methodology. The new methodology
substitutes average actual deliveries for the deliveries variable on the right hand sides of
the MDR and BAM equations, whereas the previous procedure substitutes average
possible deliveries for the deliveries variables. It is this difference that accounts for the

7
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differences between the MDR variability estimates in tables 10 and 6 of my testimony,
and the differences between the BAM estimates shown in tables 11 and 7 of that

testimony.

Gy gy
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NAAJUSPS-T17-7(a). Please explain what work a carrier performs “to prepare for
Jjoading receptacles and coliecting mail.”

RESPONSE:

Please see my response to T17-8(b).
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NAA/USPS-T17-8. Please refer to line 15 on page 36 and lines 1-15 on page 37 of your
direct evidence.

a. Does evidence exist that the additional block of time resulting from the coverage of a
new delivery at an existing actual stop should not be the same as the additional block of
time that results from coverage of a whole new MDR or BAM stop? If so, please provide
such evidence and explain simply the significance of such evidence.

b. Please explain what work a carrier performs to prepare for loading receptacles and
collecting at a new multidelivery actual stop.

c. Please explain what work a carrier performs to prepare for loading receptacles and
collecting at a new actual delivery at an existing stop.

d. If the work performed related to T17-8(b) and (c ) is different, please explain how that
difference supports recognizing the work performed related to T17-8(b) as “simply a
component of access time” while recognizing the work performed related to T17-8(c ) as
*accounted for through the measurement of MDR and BAM elasticities of load time with
respect to volume through the positive effect of volume increases on actual deliveries.”

RESPONSE:

a. The requested information is derived in a new library reference, USPS LR-H-225. -
This library reference presents an extended version of the SAS program,
LOAD2.ELAST.CNTL, presented in USPS LR-H-137 (which accompanied my
testimony). The new program adds a print out of the derivatives of MDR and BAM load
time with respect to actual deliveries. These derivatives, computed from the
giorresponding Postal Rate Commission load-time regressions, are the same as those
substituted into the elasticity formulas to produce the elasticity estimates shown in tables
6 and 7 of my testimony. Each derivative measures the “additional block of time
resulting from the coverage of a new delivery at an existing stop.” The following table
compares these derivatives with MDR and BAM fixed-time at stop estimates, obtained
from table 1 of my testimony. Each fixed-time estimate measures an “additional block of

time that results from coverage of a whole new MDR or BAM stop.”

Derivative of Load Time With
Stop Type | Respect to Actual Deliveries Fixed Time at Stop
(Seconds) (Seconds)
MDR 3.801 1.110
BAM 10.112 0.919

10
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SEP-26-37 13:12 FROM:FOSTER ASSOCIATES INC ID: 301685497801 P
AGE

3’3

Respdnse of Witness Baron to Interrogatories of the Newspaper Association of America (NAA)
Revised September 26, 1997

NAA/USPS-T17-8. Please refer to line 15 on page 36 and lines 1-15 on page 37 of
your direct evidence.

b. Please explain what work a carrier performs to prepare for loading
receptacles and collecting at a new muitidelivery actual stop.

RESPONSE:
b. This work is the activity of preparing to handle mail pieces, mail bundies, or mail-
related equipment and to then place the mail into receptacles or collect mail from

" receplacles. This work oceurs immediately after the carrier reaches the stop, and just
prior to the initiation of the first loading activity at the stop. Note that the time required
to do this work - what the Postal Rate Commission at paragraph 3125 of its R20-1
Decision calls coverage-related load time, and what my testimony calls fixed time per
stop - is independent not only of the total volume defivered to the stop. It is also

independent of the number of deliveries that get mail at that stop.
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The implication of this table is that at the mean values of the right hand side regression
variables used to estimate elasticities, the time to cover a new delivery at an existing
MDR or BAM stop exceeds the fixed-time at stop required for pre-loading work.

b. This work is the activity of preparing to han

mail pieces, mail bundles, or mail-
related equipment and to then place the mdil into receptacles 6r collect mail from

receptacles. This work\gccurs immegdiately after the carrier reaches the stop, and just
prior to the initiation of theirst ]
do this work - what the Po

Decision calls coverage felated load time, and what my testimony calls fixed time per

ding activity at the stop. Note that the time required to
| Rate Commission at paragraph 3158 of its R90-1

stop - is independent'not only of the total volume delivered to the stop. It is also

independent of the number of delivexjes that get mail at that stop.

c. Pre-loading preparatory work has already been completed at a multi-delivery stop by
the time mail has been loaded at one or more deliveries. No further preparatory work is
performed by a carrier in proceeding from the last delivery loaded to a new delivery at
the same stop. For a more detailed explanation of this difference between the activity of
" going from one actual stop to a new actua! stop, and that of going from one actual
delivery to a new actual delivery at the same stop, see Carrier Cost System, Handbook
F-55, USPS LR-H-25 at pages 21-24.

d. The increase in time that occurs when a carrier proceeds from one delivery at a stop
to a new delivery at the same stop is an increase in load time - properly accounted for
through the measurement of elasticities of load time with respect to volume through the
effects of volume growth on deliveries. The increase in fixed-time per stop that occurs
because a carrier has accessed a new stop is, by definition, an increase in access time.
Obviously, an increase in access time should be accounted for not in the load-time

analysis, but in the traditional access time analysis - in particular, through measurement

11
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of the elasticities of running time with respect to actual stops, and the elasticities of

actual stops with respect to volumes.

12
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Response of Witness Baron to Interrogatories of the Newspaper Association of America, Questions 9-16,
Docket No. R97-1

NAA/USPS-T17-8. Please refer to your response to NAA/USPS-T17-1, part (a).

a. What, if any, statistical tests did you apply to determine the sample size of
one-letter stops necessary to accurately estimate minimum load times?
Please provide a complete description of these tests.

b. Is the lowest 20™ percentile sample you employ to derive these estimates the
smallest sample one can use to generate “reliable’ estimates? I so, please
explain your response in detail. If no, please indicate the smallest sample
that can be used to generate a “reliable” estimate and please explain how
you derived this figure.

RESPONSE:
a. ltis not clear what is meant by “statistical tests.” For purposes of my answer, | will

assume that this term refers to a formal statistical procedure that uses available data to
estimate a population statistic (such as a population mean or population proportion).
This procedure then estimates the standard error of the sampling distribution of all
possible sample estimates of that statistic. A typical objective is the assurance that the
S0, 95 or 99 percent confidence interval around the one sample estimate that is

, actually calculated will bracket the true population value, and that the upper and lower

" bounds of this interval will not exceed a certain threshold level. Finally, the required
sample size is calculated as the minimum size necessary to yield a standard error that

is low enough to produce this desired confidence interval.

Based on this assumption, the answer is that | did not perform such a test. The
reason is that a key premise of the statistical procedure just described does not hold for
my analysis. This premise is the assumption that the available sample data really
qualify in the first place as true observations for the variable being analyzed.
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Response of Witness Baron to interrogatories of the Newspaper Association of America, Questions 8-18,
Docket No, R87-1

In my analysis, the variable being analyzed is fixed-time at stop. The first
objective of a formal statistical analysis would be to estimate the population mean value
of this fixed-time at stop for the population of all stops of a given stop type.' The
available sample that one might use to estimate this population mean would be the
1985 test observations of carrier times at one-letter stops. One might be tempted to
view these times as true values for fixed-time at stop, and then calculate the average of
these times, or the average of a sub-sample (such as the lowest 20™ percentile). This
average might then be viewed as an estimate of the population mean fixed-time at stop.
Finally, one might conceivably attempt to determine the minimum sample size required
to produce a standard error for the time estimate that is low enough to ensure that the
confidence interval around this estimate would satisfy a threshold requirement,

In fact, however, none of the 1985 carrier times recorded at one-letter stops are
true observations of fixed-time at stop. They are, at best, upper-bound proxies for the
true, unobserved fixed-time at stop. Indeed, the highest values among these one-letter
carrier times aren’t even very useful as proxies. Only the lowest values are. Thus, the
average of the sample or sub-sample of one-letter carrier times can only qualify as a
“statistically” valid estimate of the population mean of total fixed time plus load time at
all one-ietter stops. It cannot be viewed as a statistically valid estimate of the
population mean of just the fixed-time component.

in summary, the key requirement of the formal statistical procedure for
determining minimum sample size required to achieve a specified confidence interval is
not met. The values of the available sample are not values for what needs to be
estimated. Common sense and professional judgment must be used to determine the
minimum number of observations for estimating what is really unobserved - the amount

of time spent prior to when loading begins.

' Another problem with the forrnal statistical approach is that it is difficult to even conceptualize a
population *mean” fixed-time at stop. Fixed-time at stop is supposed to be the sama at all stops.
Indeed, how else could it be fixed? The statistical approach, however, assumes that within the
population of all stops, a range of different values for fixed-time at stop is clustered around a population
mean. If fixed-time at stop is truly fixed, where do these differencas in value come from?
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Response of Witness Baron 1o Intermogatories of the Newspaper Association of America, Questions 9-18§,
Docket No. R97-1

b. Please see my response to part (a) above, and to UPS/USPS-T17-4, parts {(a)
through (d). There is no way to test whether a smaller sample would have been
sufficient. The assumptions required to perform a *scientific’ calculation of required

sample size do not hold.



F

5188

Response of Witrness Baron to Interogatories of the NewsSpaper Association of America, Questions 9-16,
Docket No, R97-1

NAAJUSPS-T17-10. Please refer to your response to NAA/USPS-T417-2, part (a).

a. Please confirm that a reasonable “lower bound” of fixed time par stop would be
less than the related figures you describe in your testimony as being “upper
bound” estimates. If you cannot confirm, please explain your response fully.

b. If part (a) is confirmed, please provide a specific value for the lower bound of the
fixed time per stop for SDR, MDR, and BAM stops.

- ¢. Please explain in detail the methods you used to derive the values presented in
part (b) above.

RESPONSE:

a. Confimmed. Observe however, that even the upper bound estimates equal only
about 1 second. So any discrepancy between these estimates and the unobserved
true values must be less than 1 second. Thus, the discrepancy falls within the range of
ordinary measurement and rounding error.

b. There are no data available to measure the lower bound. The only available data
are the1985 test observations at one-letter stops. These can only be used to estimate
the upper bound.

c. Not applicablé.
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Response of Witness Baron to Interrogatories of the Newspaper Association of America, Questions $-18,
Docket No. R§7-1

NAAUSPS-T17-11. Please refer to your response to NAA/USPS-T17-4, part (e).
a. Do the ivad-time values in the 1985 test data set used 1o estimate the ioad-time
regressions include load times for one-letter stops? If no, please explain.

b. If part (a) is affirnative, please confirm that you employ a sample of these one-
letter stops (i.e., the lowest 20™ percentile) to derive your estimates of fixed time
per stop. if you cannot confirm, please explain your response.

RESPONSE:

a. Yes.
b. Confirmed.
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Response of Witness Baron to Interrogatories of the Newspaper Association of America, Questions 3-18,
Docket No. R97-1

NAA/USPS-T17-12. Please refer to your response to NAA/USPS-T17-3, part (b).

a. Please explain why you are relying on 1985 data. Are there no more recent
data that can be used to estimate load-time regressions? if no, why not?

b. Please confirm whether carier activities have changed since 1985, If yes,
~ explain how.

¢. Please confirmn whether carrier efficiency has increased since 1985. f yes,
how has efficiency increased? If not, why not?

RESPONSE:
a. There are no more recent data that can be used. My understanding is that the

Postal Service has decided that the potential benefits of a new load-time test in terms
of resulting improvements in variability estimates have not yet justified the expenditure
of limited resources.
b. Confirmed. Carrier load-time activities have changed, for example, as a result of the
additional bundles of mail that many carriers must now carry in order to keep delivery
point sequenced (DPS) mail separated from non-DPS mail. (DPS mai! is mait that
sarrives at the delivery unit having already been sorted in delivery point sequence by
| “mailers. or by upstream postal facilities).
c. | am unaware of any data that could be used to measure the relative productivities of
loading operations in 1985 compared with [oading productivities in more recent time
periods. It is true thét the estimated ioad-time volume variabilities are less than 100
percent for all three stop types - SDR, MDR, and BAM. Moreover, this result implies
that, all else held constant, as volume has increased from 1985 to the present,
productivities should also have increased. However, this increase could also have
been offset by other developments (for example, the increase in DPS mail) that have
reduced loading productivities at all volume levels.
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Response of Witness Baron o Interogatories of the Newspaper Association of America, Questions 9-16,
Docket No. R97-1

NAAJUSPS-T17-13. Please refer to your response to NAA/USPS-T17-5, part (d).
a. Please provide a complete definition of the term “residual institutional costs.”

b. Please indicate whether the term “residual institutional costs® has been used
previously in the rate setting context and please explain how and when this
term was used,

c. Please define “variable” costs and explain whether your definition is
consistent with standard economic terminology.

d. According to standard economic theory, are these ‘residual institutional
costs” fixed or variable in nature? Please explain your response.

e. Assuming that volume falls substantially, would the *residual institutional
costs® as you describe them in your response still equat $333,866 thousand?
if yes, please explain why these costs will remain fixed. If not, explain why
not, and discuss the likely magnitude of the change in these costs.

f. Assuming that volume falls to one piece, would the “residual institutional
costs” as you describe thermn in your response still equat $333,866 thousand?
Iif yes, please explain why these costs do not vary with large changes in
volume. If no, please explain why not and describe how these costs will
change with changes in volume.

RESPONSE:

a. Inthis context, residual institutional cost equals accrued load-time cost minus
volume-variable load time cost, where volume-variable load-time cost equals the
product of the aggregate elasticity of load-time with respect to volume and accrued

cost,

b. [ do not know whether it has or not. To me, the question is irrelevant. | use the
word residual only because common sense indicates it is the correct word to define the
excess of one number over another number.

c. Variab'le cosis are the costs of labor, capital, material and other inputs whose leve!

of use depends on the amount of volume being loaded. Thus, variable costs are costs
that fall to zero when volume falls to zero. | view this definition as being consistent with

standard economic terminology.
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Response of Witness Baron to Interrogatorias of the Newspaper Association of America, Questions $-18,
Docket No. R97-1

d. They are variable. They fall to zero when volume falls to zero. This is why they are
poor measures of fixed-time at stop, which is supposed to be independent of volume.

e. No, these costs would be lower. Obviously, if volume were to faf! to a much lower
level and remain there, total costs would be lower. The reduction in costs to this new
lower level would obviously be a reduction in variable costs, some of which is residual
‘instituﬁona! cost. The magnitude of the reduction would depend upen the magnitude of

the volume loss.

f. First, | assume that the volume referred to in this question is aggregate annual
system-wide volume delivered to ali SOR stops, as this is the volume to which the
$333,866 thousand corresponds. If this volume falls to one piece, then residual
institutiona! cost would fall substantially. Residual institutional cost is accrued cost
minus the product of accrued cost and the aggregate elasticity of load time. If volume
equais only one piece, both accrued cost and the product of accrued cost and the
aggregate load-time elasticity would be very small, as would the excess of the former

over the latter,
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Response of Witness Baron 10 Intermogatories of the Newspaper Association of America. Questions 9-15,
Docket No. R§7-1

NAA/USPS-T17-14. Please refer to your response to NAA/USPS-T17-3, part (b).

a. Aside from the fact that the estimates of a in the MDR and BAM regressions
are both negative, are there additional reasons why these estimates should
not be interpreted as valid measures of fixed-time per stop? Please list and
explain all these reasons.

b. Do the negative estimate of a in the MOR and BAM regressions indicate
that the incorrect functional form was used to estimate the equations?
Please explain your response fully.

¢. i the regression coefficient a was used to estimate fixed-time per stop at
SDR stops, what would be the resulting fixed-time per stop? How does this
estimate compare to your estimate of fixed-time per stop based upon the
lowest 20™ percentile of one-letter stops for SDR stops?

RESPONSE:

a. ltis true that in a strict mathematical sense, a predicts carrier time at zero volumes
and deliveries, which is fixed-time per stop. To be precise, it does so in the MDR
equation only when it is first assumed that the dummy variables, MRZ, MR7, and MR8
all equal zero, and in the BAM equation when it is assumed that MRS, MR8, CT1 and
CT3 all equai zero. If for example, MR7 in the MDR equation equals 1 (indicating that

| ‘gthe receptacle type is NDCBU), then the combination of a plus the coefficient for MR7
provides the predicted MDR carrier time at zero volumes and deliveries.

In practice, the MDR and BAM regression estimates of @ are nevertheless
invalid measures of fixed-time at stop, not only because they are negative, but because
they are derived frormn data sets that contain no actual observations of carrier time at
2ero volumes and deliveries. Thus, the a estimates apply to regions of data outside

the ranges of data used to produce those estimates.

'b. No. The intercept is added 1o each load-time equation not to provide an empirically
valid measure of carrier time at Zero volumes and deliveries (i.e., fixed-time per stop),
but to improve the fit of the OLS estimation of the entire equation, and to ensure that
estimates of the slope coefficients are unbiased. This objective is achieved regardless

of whether the estimate of the intercept coefficient is negative.
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Response of Wilness Baron to Imerrogatories of the Newspaper Association of America, Questions §-18,
Docket No. R97-1

c. The fixed-time per stop would be 1.115 seconds. This is slightly higher than the
1.052 seconds that | estimate for fixed-time per stop based on the lowest 207 percentile
of one-letter SOR stops. Observe also that for this estimate of a to be viewed as a
fixed-time per SOR stop, the dummy variables MR1-MRS, MR7-MR10, and CT1, CT3,
CT4, and CT6 must also be assumed to equal zero.

LR

10
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Response of Witness Baron {o Interrogatories of the Newspaper Association of America, Questions 9-18,
Docket No. R97-1

NAA/USPS-T17-15. Please refer to your response to NAA/USPS-T17-8, part (b).
Please confirm the correct paragraph reference in R90-1 for “coverage-related load
time.”

RESPONSE:

The reference should have been to paragraph 3125 in the R90-1 Decision.

11
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Response of Witness Baron to Interrogatories of the Newspaper Association of America .
Docket No, R97-1 . Questions $-18,

NAA/USPS-T17-16. Piease refer to your response 1o NAA/USPS-T17-5, part (b).
Please confirm wheather the last sentence of part (b) of your response refers 1o the
$11,608 thousand figure in table 14 of page 39 of your testimony. If not, where is the
volume variability involved in the "actual stops increase in response to volume growth®

accounted for?

RESPONSE:
Confirmed.

12
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UPS/USPS-T17-1. Please provide the number of new delivery addresses for each year

from FY 1987 (or, if not available by fiscal year, by calendar year) up to and including

FY 1996 (or calendar year 1996).

RESPONSE:

The following figures on possible delivery points are estimates reported in the

Comprehensive Statement on Postal Operations for fiscal years 1987 through 1986. All

figures are in millions.

tISCAL CiTY RURAL HIGHWAY POST OFFICE
YEAR DELIVERIES | DELIVERIES | CONTRACT |BOX
DELIVERIES | POSSIBLE
DELIVERIES
987 6.2 18.6 1.1 ot Available
1988 772 18.3 1.1 17
1989 77.9 18.9 12 17
1990 78.1 207 1.3 17.9
1991 78.5 22 14 18.2
;1992 78.9 225 1.4 18.8
18993 79.5 3.5 1.5 9
1894 80 23.0 1.5 202
1985 BO./ 4.7 1.6 20.8
1896 B81.1 29.5 16 19.6




Response of Witness Baron to Interrogatories of United Parcel Service
5198

UPS/USPS-T17-2. Please refer to page 6, line 7, of your testimony.

(a) Please confirm that the fixed time at each stop is equal to a period of time
that does not vary from stop to stop. if not, please explain.

(b) Have you analyzed the extent to which a carrier's time to prepare for loading
and collecting mail does not vary from stop to stop? [f so, explain your
analysis and provide copies of any supporting workpapers or other
documentation. If not, on what basis do you assume that time to prepare for
loading and collecting mail is fixed?

RESPONSE:

(a) Fixed-time at stop measures the same activity that the previous concept of
accrued coverage-related load time measures. Both concepts are defined as
time that does not vary as the volume loaded and collected at a given stop or
given set of stops changes, and that only varies as the number of actual stops
changes. Based on my understanding of the record from previous rate cases,
beginning with Docket No. R87-1, the previous load-time methodology always
assumed that the magnitude of coverage-related load time did not vary from stop

fo stop. | see no theoretical or empirical basis for changing this assumption.

(b) As stated on page 10, lines 18-22, of my testimony, the most effective
method for estimating fixed-time at stop is direct measurement of the time carriers
spend prior to loading and collecting mail. No such measurements have been
taken. This lack of data also preciudes any direct analysis of the extent to which
carrier time spent in preparing to load and collect mail varies from stop to stop.

| assume that the time to prepare for loading and collecting is fixed from
stop to stop becauéé | see no basis for expecting any systematic increase or
decrease to occur as the number of actual stops changes. Note also that the
time period being analyzed here is very short - only about one second. This
leaves very little room for any measurable, significant change in the amount of
time that is being expended per stop as the number of actual stops increases or

decreases.
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UPS/USPS-T17-3. Please refer to page 10, lines 10-12 of your testimony, where
you state "Of these 1,373 tests, the lowest recorded load time was 0.4 seconds.
However, load times at one-letter stops varied from this low to a high of 6.34
seconds.” Please reconcile this statement with the data contained in USPS-LR-
H-140 wherein the load time at SDR stops receiving only one letter range from 4
tenths of a second, to 634 tenths of a second (i.e. 0.4 seconds to 63.4 seconds).

RESPONSE:
The section cited from page 10 of the testimony contains an error. The number
6.34 should be 63.4. Lines 8 through 11 should therefore read as follows:

Of these 1,373 tests, the lowest recorded load time was 0.4 seconds.
However, load times at one-letter stops varied from this low up to a high of
63.4 seconds. Now, clearly, 63.4 is too high as an approximation of the
amount of time spent prior to loading a single letter.
Note that this correction further supports the point | am making aboul measuring
fixed-time at stop - namely, that only the lowest observed times recorded at

stops receiving one letter should be used to estimate this fixed time.
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UPS/USPS-T17-4. Please refer to the paragraph beginning at page 11, line 8, of
your testimony.

(2) What statistical/econometric theory have you relied upon to support using the
lowest 20™ percentile of load times for one letter deliveries to determine the
upper bound of fixed-time per stop?

{b) If not based on statistical/econometric theory, what is your rationale for using
the lowest 20™ percentile of the tests of load times for one letter deliveries to
determine the upper bound of fixed time per stop? Please explain and
provide supportive documentation.

(c ) Have you determined that using the lowest 20" percentile of the tests versus
the lowest single observation (i.e., 0.4 seconds) yields a more accurate
estimate of the fixed time at stop? If so, please explain.

(d) Please explain why the lowest 10" percentile of the tests would not serve as
an appropriate estimate of the upper bound of fixed-time per stop.

(e) Please confirm that, by definition, the load time relating to 20% of all one
letter deliveries would be considered fixed under the proposed treatment of
the fixed-time at stop. Please explain any nonconfirmation.

() Please explain why you consider it inappropriate to rely on the load time of
0.4 seconds as observed in 5 out of 1,373 SDR tests conducted at one-letter

stops.

(g) Have you determined that the 5 observations of 0.4 seconds referred to in (f)
above are outliers? If so, please provide all analyses demonstrating this fact.

(h) Please identify all evidence suggesting that the 5 observations of 0.4 seconds
referred to in (f) above are not an accurate representation of the upper bound
on fixed-time at stop.

(i) Please explain why a subset of tests representing the lowest load times is
more accurate that the lowest observation in estimating the upper bound on
fixed-time per stop.

5200
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RESPONSE:

(a) The rationale for choosing the lowest 20” percentile of load times for one-
letter stops (not deliveries) is presented at page 9, line 18 through page 11, line
10. This rationale is not derived from statistical/leconometric theory. It is derived
from common sense. Any given record of time spent loading one letter piece is
bound to contain measurement error. This error results from the inherent
imprecision in the measurement tool being used (namely, the OS-3 Event
Recorder equipment described in Docket No. R87-1, Exhibit USPS-7C and USPS
LR-E-4), and the application of that tool by the data collector.

Consider, for example, the five tests that produced the lowes! observed
measurement - 0.4 seconds - of the time spent loading a letter at an SDR stop.
Suppose an second observer had recorded times for these same five tests. The
resulting second set of five time measurements would almost certéinly have been
different from the set actually recorded. It would be no surprise if, for example,
the second observer had recorded a time of, say, 0.8 seconds for any of these
five tests, instead of 0.4 seconds.

The logical response to this inherent measurement error problem is to not
rely on only one observation or on a very few observations to derive estimates of
the fastest times to be expected at one-letter stops. Instead, a much larger
sample of observations is selected to minimize the impact of measurement error

on the final estimate.
(b) Please see my response to part (a).

(¢) The choice of the lowest 20" percentile of the tests instead of just the single
lowest observation was based on the view that the number of sample
observations required to produce a reliable measure of fixed-time per stop across

all stops in the population is greater than one. Also, see my response to part (a).



Response of Witness Baron to Interrogatories of United Parcel Service

(d ) The lowest 10" percentile of the tests is an aiternative to the lowest 20"
percentile of tests. However, as explained at pages 9-11 of my testimony, the
lowest 20" percentile, 275 SDR tests, was judged to be an appropriate sample

size for calculating a reliable estimate of fixed-time at stop.

{e) ltis not clear what is meant by the word fixed in this context. If what is meant
is that the time measured at 20% of the one-letter stops tested in the 1985 study
would not have increased in response to increases in volumes above one letter
piece, then clearly the block of time is not fixed. Obviously, if more than one
letter had been loaded, load time would have been higher.

The correct interpretation of the load times measured in this 20" percentile
subset of test stops is that they provide a basis for estimating the upper bound on
the amount of time that would have been expended had the carrier stopped
activity just prior to the handling of mail pieces, bundles, or mail-related
equipment. The data are used for this purpose because of the lack of any other
empirical basis for directly measuring a time interval that is supposed to be fixed

with respect to total volumes loaded and collected at a stop.

(f) The reason | did not choose to use 0.4 seconds was my concern over
estimation accuracy. Only § observations out of 1,373 reported 0.4 seconds.
Such a sample appeared to me to be much too small to produce a defensible
estimate of fixed-time at stop, especially in view of the fact that such an estimate
affects the determination of how hundreds of million of dollars in carrier costs
should be split between the volume-variable and institutional cost pools. See also

my responée-t'o part (a).

(g) These 5 observations are outliers in the sense that they represent the lowest
0.4% (5/1,373) of load times observed at one-letter SDR stops.

5202
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Response of Witness Baron to Interrogatories of United Parce! Service
5203

(h)} There is no direct evidence that these 5 observations of 0.4 seconds are
inaccurate, or, for that matter, less accurate than any other subset of 5
observations. However, any subset of 5 observations must be viewed skeptically

as a source of data to derive reliable estimates for an entire population of stops.

(i) Please see my answer to parts (d) through (h)..



Response of Witness Baron to Interrogatories of United Parcel Service
5204

UPS/USPS-T17-5. Please refer to the data set included as part of USPS-LR-H-
140. Please confirm that each recorded load-time observation includes the fixed-
time at stop plus some volume variable time relating to actuaf load time. If
confirmed, please explain why the time recorded for 113 SDR stops (ranging from
0.4 seconds to 1 second) were less than the alleged fixed time component (e.g.
1.052 seconds for SDR stops). How does the calculation of the fixed-time at stop
treat these observations (100% fixed)?

RESPONSE:

Confirmed. The estimate of 1.052 seconds for SDR stops was based on load
time at one-letter stops, because there are no available data directly measuring
the time spent at “zero volumes” loaded. Some one-letter stop observations
recorded total load times less than this estimate of 1.052 seconds. The
calculation of fixed-time at stop treats these observations as evidence, along with
al} other observations from the lowest 20" percentiie, of the expected minimum
time that is expended at one-letter stops just prior to the initiation of loading and

collecting.
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UPS/USPS-T17-6. Please refer to Page 13 of your testimony.

(a) Please confirm that in the CATFAT study, at each stop the carrier was
required to refer to a pre-numbered checklist and to check off the
corresponding stop number. If not, please explain.

(b) Please confirm that the activities referred to in (a) are unique to the testing
process and not normal carrier delivery activities. If not, please explain.

(c) Please confirm {hat the time required to perform the activities referred to in
(a) are included as part of access time. If not, please explain.

(d) Are you aware of any estimates of the time required to perform the activities
in (a)? If so, please elaborate on such estimates, including an identification
of all associated data sources, estimation methods, and results.

(e) Please explain the extent to which the time related to the activities in (a)
already account for the fixed-time at a stop.

RESPONSE:

{a) Confirmed.

(b) Confirmed.

(c} Notconfirmed. The time expended during the 1989 CATFAT study activities

x4 described in part (a) are not used to derive the poo! of running time costs that
include the access time costs calculated for time periods relevant to this Docket,
such as base year 1996 and fiscal year 1996. Instead, the street-time sampling

- system (STS) proportions are used to break street time ¢osts into this running
time cost pool, as well as the other basic components: load time, street support,
and collection. See Summary Description of USPS Development of Costs by
Segments and Components, FY 1998, USPS LR-H-1, pages 7-2 through 7-8.
The access cost pottion éf running time costs is then determined through
application of the elasticities of running time with respect to actual stops. See my

- testimony at pages 44-67. The 1889 CATFAT data are used only to denve these
elasticities, not the running time costs they are multlphed by.

(d) No.
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(e) Fixed-time at stop applies to one of the carrier's normal delivery activities.
The activities in part (a) are unique to the CATFAT test, and are not part of the

carriers normal activities.
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UPS/USPS-T17-7. Please refer to page 16, line 18, of your testimony.
(2) What is the level of correlation between possible deliveries and actual
deliveries? Please identify the data used to test the level of correlation.

(b) Beyond the fact that possible deliveries and actual deliveries are highly
correlated, did you test the extent to which possible deliveries operates as an
effective proxy for actual deliveries in the regression estimation? If so, please
explain your results.

(c) Based on the fact that changes in possible deliveries do not precisely
measure changes in actual deliveries, to what extent does using possible
deliveries as a proxy for actual defiveries either overstate or understate the
actual deliveries effect? If there is an overstatement or understatement, have
you evaluated various means to correct it?

RESPONSE: _

(a) For MDR stops, the coefficient of correlation is 91.7%. For BAM stops, the
coefficient of correlation is 90.7%. The 1996 CCS data file |
TPANL96.WEIGHT.DISK, documented in USPS LR-H-136, was used to derive
these correlations.

(b) No. Also, it is unclear what is meant by the phrase “extent to which possible

deliveries operates as an effective proxy for actual deliveries.” If what is meant

¥ is that the partial derivatives of ioad time with respect to possible deliveries

(derived from the available load-time regressions) are good estimates of the
corresponding partial derivatives of load time with respect to actual deliveries,
then there is no way to conduct a direct test. There are no available data sets
containing observations on both load time and actual deliveries recorded at
different stops. However, the high degree of correlation between actual and
possible stops is strong evidence that these partial derivative estimates are,

indeed, accurate.

— (c ) Because poééble deliver'ieé and actual delivefies are so highly correlated, -

the use of possible deliveries in place of actual deliveries does not significantly

overstate or understate the actual deliveries effect.

10
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UPS/USPS-T17-8. Please refer to page 35, lines 1-17 of your testimony.

(a) Please confirm that the volume efasticities, as calculated using equation (1)
at page 7 of your testimony, would be different if the mean volumes used to
calculate the elasticities were increased by 1%. if so, please explain why
these elasticities would not be more appropriate to use in place of the 61%
aggregate elasticity referenced in your illustration at page 35.

(b) To what extent is the “flaw” referred to in your illustration caused by the fact
that the volume elasticities are calculated at the mean? Please explain your

answer,

(c) Did you evaluate any alternative methods {o estimate coverage-related costs
that would eliminate the problem? If so, please explain your results and
provide copies of your workpapers and other documentation.

RESPONSE:
(a) Confirmed. | agree with the rationale for calculating elasticities at theé mean

values of the right-hand side variables (rather than at values one percent above
the means) that is presented by the Postal Rate Commission in Docket No. R87-
1, Appendices to Opinion and Recommended Decision, Appendix J, pages 26-27.

(b} The “flaw” is not caused by the fact that the volume elasticities are calculated
at the mean. The “flaw” is in the method used to calculate accrued coverage-
related load time cost. This method produces a coverage-related load-time cost
estimate that is not fixed with respect to volume loaded and collected at a stop.

(c) Yes. Please see my testimony at pages 9-13. The new load-time
methodology presented in this section refers to what was traditionally called
coverage-related load-time cost as the cost of fixed-time at stop. .This cost is
explicitly calculated as a cost that increases only as the number of actual stops

. increases, and that remains constant at a given stop or set of actual stops no

matter how much volume is loaded and collected at those stops.
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UPS/USPS-T17-9. Please refer to your testimony at pages 34 to 36, and
confirm that:

(a) Your residual load-time cost after deleting fixed-time costs (Table 4)
and volume-variable costs (Table 5) for SDR stops is $856,443,000-
$522,577,000 = $333,866,000;

(b) The residual costs computed in (a) vary with volume and therefore do
not conform to your criterion of “fixed” time as you define it for accrued
coverage-related load-time cost at page 35, lines 18 to 21 or your
testimony;

(c) Accordingly, your hypothetical demonstrates that the previous
approach is “flawed" (page 34, line 18 of your testimony) to the extent that
it ascribes the notion of “fixed” time (or cost) with respect to the residual
$388,211,000 in Table 8, in contrast to identifying these costs as “residual
institutional” costs, but it does not prove that any of these costs are in fact
“fixed" with respect to volume. "

RESPONSE:

(a) 1 confirm that the initial accrued SDR load-time cost of $395,848,000 minus
the fixed-time at stop cost of $139,405,000 equals the final accrued SDR load-
- §ime cost of $856,443,000. | also confirm that $856,443,000 minus my estimate
of SDR volume variable cost, $522,577,000 (table 5), equals $333,866,000.

(b) Accrued coverage-related load-time cost, as defined by the Postal Rate
Commission in Docket R90-1, is supposed to be fixed with respect to volume at
a stop or at a given set of actual stops. However, as traditionally measured
under the previous approach to load-time cost analysis, accrued coverage-
related load-time cost does vary as volume varigs. Thus, since the residual cost
computed in part (a) does vary with volume, it does not conform with the
definition of accrued coverage-related load time cost, but does conform with the
traditional measurement of that cost. L , -

(c) Partially confirmed. The previous approach cannot accurately be described
as an attempted proof that residual institutional cost is fixed with respect to
volume. To my knowledge, proponents of that approach never attempted such a
proof. Apparently they did not consider that the residual cost will fail as volume

-1-
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“alls at a stop or at a set of stops, and therefore cannot qualify as fixed with

respect to volume.

<X

5210

ST Te——

L S St -



Response of Witness Baron fo Interrogatories of United Parcel Service

UPS/USPS-T17-10. Please refer to the calculation of load time elasticitias as
described at pages 2 and 3 of LR-H-137, and confirm the following:

(a) Point estimates for pFedicted load time, as determined by substituting
the 1996 CCS averages for the corresponding independent variables in
the regression equation, include fixed time at stop;

(b) The elasticities derived for these data in LOAD2.ELAST.CNTL are
evaluated at the mean values, including fixed time at stop for the
dependent variable load time;

(c) !f your estimates of fixed time per stop are deducted from the point
estimates for predicted load time, then the resulting elasticity estimates
are increased.

Please explain any nonconfirmation of the above, and inc!ude__an :
explanation of why you included fixed-time per stop in your elasticity
calculations.

RESPONSE:

(a) Not confirmed, based on my interpretation of the load-time regressions. 1
interpret each regression as an estimated equation that defines pure load time -

"{ime at stop excluding fixed time - as a funcﬁon of volume or volume plus
deliveries. Given this interpretation, the predicted load time derived through
substitution of mean 1996 CCS values for letters, flats, parcels, and
accountables (and mean 1985 values for collections and the dummy receptacle
and container variables), should also be viewed as a prediction of load time
exclusive of fixed-time at stop. See also my response to UPS/USPS-T17-11,
part (a).

The alternative view is that each regression predicts load time plus fixed-
time at stop. The problem with this interpretation is that if the regressicn really
‘does predict the sum of load and fixed time, then it must be considered the
proper source of the prediction for just the fixed time. Moreover, this regression
estimate of fixed-time at stop would be the sum of the estimated intercept
coefficient plus the appropriate (if any) estimated coefficients for the receptacle
and container dummy variables. This sum, is, of coufse. negative in many

5211
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cases. (For an example, see my response to UPS/USPS-T17-11, part (a).
Therefore, this alternative interpretation of the regression forces the acceptance

of negative estimates of fixed-time at stop.

{b) Not confirmed. See my response to part (a) of this question. Based on my
interpretation of the load-time regressions, the predicted values of the dependent

variable exclude fixed-time at stop.

(c) Confirmed. However, the appropriate measure of fixed-time at stop to be
deducted from each of these regression-based predictions of carrier time would
not be my estimate of fixed time, but the fixed-time estimate that is itself derived
from the regression. This estimate equals the sum of the intercerit coefficient
plus the appropriate estimated coefficients for the receptacle and container
dummy variables. Such a deduction is also vélid only if the regression is first
interpreted asa prediction of load time plus fixed-time at stop. As indicated in
my response to part (a) of this question, | reject this interpretation.

&
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UPS/USPS-T17-11. Please refer to your regression analysis of SDR load time
at page 57 of LR-H-137, and confirm the following:

(a) The sum of the parameter estimates for LD (0.6325055 seconds) and
LDS (0.0069554 seconds) represents the estimated variable load time to
deliver a single lefter ata sing!e letter stop;

(b) Your estimate of 1.052 seconds of fixed tlme at stop.includes the time
to deliver a single letter.

Please explain any nonconfirmation, including why the difference
(0.412538 seconds) does not represent the fixed time at stop prior to
loading any mail.

RESPONSE:

(a) Not confirmed. According to my interpretation of the SDR regression, this
sum of parameter estimates, which equals about 0.639 seconds, is simply the
estimated total load time to deliver one letter to an SDR stop. To agree that
0.639 equals just variable load time would imply that | view the estimate of the
dependent variable as the sum of load time plus fixed-time at stop, and that this
~sum minus 0.638 equals just the fixed time. In effect, [ would be agreeing that
fixed-time at stop equals the sum of the estimated intercept coefficient and
estimated coefficients for the relevant receptacle and container dummy
variables.

In fact, | do not regard the sum of the intercept and dummy variable
coefficient estimates as a valid measure of fixed-time at stop. See my responses
1o NAA/USPS-T17-3 and NAAJUSPS-T17-14. In addition, | view the dependent
variable as just the ioad-time portion. See my response to UPS/USPS-T17-10.

Moreover, if 0.638 second is viewed as a valid measure of just variable

_ load tlme at an SDR stOp. then, by necessary implication, the sum of the
intercept plus relevant dummy variable coefficients would have to be ufiewed asa
valid estimate of just the fixed time. This, in turn, would force the acceptance of

clearly impossible results.
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Suppose, for example, that an SDR stop has a mail box, and that the
carrier’s container type is “bundled mail.” Then the dummy variables MR2 and
CT2inthe SDR r;gression would equal onhe, and all other receptacle and
container dummy variables would equal zero. Since MR2 but not CT2 appears
as a right-hand-side variable in the SDR regression, the sum of the coefficient
estimate for MR2, -2.861 seconds, and the intercept coefficient, 1.115 seconds,
would equal the estimated fixed-time at stop. This sum, -1.746 seconds, is
obviously an unacceptable result. However, if the predicted dependent variable
value really is viewed as estimated fixed time plus load time, and if 0.639
seconds is viewed as a valid estimate of just the load time (i.e. variable time),

then how could —1.746 not be viewed as the appropriate fixed-time __estimate?

{b) Confirmed in the sense that 1.052 is the average of the lowest 20" percentile
of 1985 carrier times recorded at one-letter stops. However, [ view this 1.052
seconds as an upper-bound estimate of just the fixed-time at stop. | am using
the lowest 20™ percentile of 1985 carrier times fo infer a value for fixed-time at

: $top, given the absence of ahy direct measurements of this fixed time.
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JPS/USPS-T17-12. Please refer fo your regression analysis of SOR load time
at page 57 of LR-H-137, and confirm the following:

(a) The sum of the following parameter estimates represent the estimated
variable load time in seconds to deliver a single piece of mail at a single

piece stop:

Volume Volume-Squared Sum{=variable
Category Coefficient Coefficient l.oad time)
letters 0.6325055 0.0069554 0.6394609
Fiats 1.4789208 - 1,.4789208
Parcels 12.2500025 -1.8524356 10.3975669
Accountables 47.9910158 - 47.9910158

Collections 1.1830019 -0.0150421 1.1670598

(b) if your estimates are deducted from the single-piece delivery load time
observations for the respective categories, then the resulting estimate of
the mean fixed time at stop prior to loading any mail for the lowest 20"
percentile of the SDR tests is -0.037 seconds.

Please explain any nonconfirmation, including an explanation of why this
iy estimate does not represent the fixed time per stop prior to loading any
~%  mail at SDR stops.

RESPONSE:

(28) Not confirmed. | view these sums of parameter estimates as estimates of
total load time. | do not view them as estimates of just “variable” load time,
'which, for this question, is defined as total load time minus the sum of the
estimated intercept coefficient and estimated coefficients for the relevant
receptacle and container dummy variables. See my responses to UPS/USPS-
T17-11, part (a) and UPS/USPS-T17-10.

(b) Itis ‘uncleér.l'\ow the ~0.037 seconds is derived.” However, to view itasa
measure of mean fixed-time per stop, | must apparently first accept the premise
that the sums of parameter estimates shown in the table presented in part (a) of
the gquestion are “variable” load times, in the sense that they equal total time at

stop minus the sum of the estimated intercept and relevant dummy variable
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coefficients. As indicated in my responses to UPS/USPS-T17-11, part (a), and -
to part (a) of this question, 1 reject such a premise.

e
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UPS/USPS-T17-13. Please refer to your response to UPS/USPS-T17-
8(a). and confim the following:

-

(a) Your elasticities are computed based on FY1996 CCS data which are
different from the 1985 test data that was the basis for the underlying
regression estimates;

(b) Accordingly, your elasticities are not computed at the simple mean
values of the right-hand side variables as presented by the Postal Rate
Commission in Docket No. R87-1, Appendices to Opinion and
Recommended Decision, Appendix J, pages 26-27.

RESPONSE:

{a) Confirmed.

(b) Confirmed. However, the Commission itself in its Docket No. R94-1 Decision
accepted the computation of load-time elasticities at the mean values of FY 1983

CCS data (where this was possible), instead of at the mean values of the 1985

test data.

.
sy
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UPS/USPS-T17-14. Please refer to your response to UPS/USPS-T17-8, and
confirm the following:

(a) The volume elasticities, as calculated using equation (1) at page 7 of
your testimony, are higher when the mean volumes used to calculate the
elasticities are increased by 1%,

(b) The use of a higher elasticity estimate in your illustration at page 35,
lines 8,9, and 13 of your testimony, would reduce, if not eliminate, any
increase in accrued coverage-related load time cost;

(c) That if an elasticity of .612373721, rather than an elasticity of .61, is
used in computing volume-variable load-time cost after volumes are

increased by 1 percent in your illustration on page 35 of your testimony,
then there would be no resulting increase in coverage-related load time;

(d) Please confirm that the results of your illustration on page 35 of your
testimony form the only basis in your testimony to conciude that the
traditional calculation of coverage-related load time is flawed. [f not
confirmed, please explain.

RESPONSE:

va. Confirmed. At the mean volumes used in my testimony, the aggregate SDR
Tﬁastlmty with respect to the volume terms is 0.61017. (See table 5 in my
_ testimony). At volumes that are 1 percent higher than these means, the
aggregate efasticity increases to 0.61182. The EXCEL workbook in USPS LR-H-
289, which is attached to this response, shows the computations that produce
this 0.61182 estimate.
b. Confirmed. The use of the higher elasticity would reduce but not eliminate
the increase. It may also be useful to show the specific result. To do so, | will
redo the hypothetical from page 35 of my testimony using elasticities that are
~calculated to the fifth s:gnlf icant dlglt This will avoid distortions from usmg
 variabilities that have d[fferent levels of roundlng { will then modn‘y this
hypothetical to account for the change in the elasticity that results froma one

percent increase in volumes.

«10-
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UPS/USPS-T17-15. In reference to the hypothetical illustration at pages 34 to
36 of your testimony, please confirm that given the specification of equation (1),
the residual will always increase as volume increases unless the elasticities are

calculated at the higher values.
RESPONSE,;

Not confirmed. As my response to UPS/USPS-T17-14 shows, the residual will

increase even when the higher elasticities calculated at the higher volume are -

used to calculate volume variable and coverage-related costs.

<gfn ﬁ.

A
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Row 1 of the table shown below assumes that accrued cost currently
equals $800,000,000. The SDR load-time elasticity is assumed to equal the
0.61017 reported in table 5 of my testimony, which is the elasticity derived from
the SDR regression at mean values for the volume variables. This elasticity
produces a volume variable cost equal to $488,136,000, and an accrued
coverage-related load-time cost equal to $311,864,000.

As confirmed in my response to part (a) of this question, the aggregate
elasticity will increase from 0.61017 to 0.61182 as volumes increase by one
percent above the mean values. The initial elasticity of .61017 implies an
increase in accrued cost to $804,881,360. (In particular, $800,000,000 times
1.0061017 equals $804,881,360). Furthermore, as shown in row 2 of the table,
the product of this new accrued cost and the new 0.61182 elasticity -'equal.s a
volume variable cost of $492,442,514. The accrued cost minus this volume
variable cost equals a new accrued coverage-related load-time cost of
$312,438,846. This is $574,846 higher than the initial accrued coverage-related
load-time cost. Although this increase is not as high as the one derived in my

,testlmony. it nevertheless again illustrates the point that coverage-related load-
tlme cost is not fixed with respect to volume loaded at one stop or at a given set

of actual stops.

The Impact of Volume Growth On Accrued Coverage-Related Load-Time Cost

INCREASE

ACCRUED IN ACCRUED
COVERAGE- | COVERAGE-
VOLUME RELATED RELATED
VOLURME ACCRUED VARIABLE LOAD-TIME LOAD TIME
VOLUME VARIABILITY | COST COST COST COST
Current - 0:61017 - $800,000,000 | $488,136,000 | $311,864,000 | NA. -
Levels
All Volumes | 0.61182 $6804,881,360 | $402,442,514 | $312,438,8456 | § 574,846
are 1%
Higher Than
Current
Levels
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c. Confirmed. However, it is unclear how this 0.612373721 is derived.

d. Confirmed in the limited sense that this fllustration is the only illustration
presented in the testimony. Additional illustrations are provided by hypothetical
examples and questions presented in NAA/JUSPS-T17-13, and in my answers to

those questions.

"~
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CHAIRMAN GLEIMAN: Does any participant have
additional written cross examination for the witness?

Cnly one participant, ADVC, sought
cross-examination, oral cross-examination, of Witness Baron.
Mr. McLaughlin, you either have all the questions in your
head or you're going to send us home early today.

MR. McLAUGHLIN: I'm going to be sending you home
early. We have no direct cross-examination.

CHATIRMAN GLEIMAN: Thank you.

Any other party?

MR. COOPER: Mr. Chairman, I will note that
earlier in the proceeding the Postal Service indicated that
this witness would sponsor Library Reference H-113, and I
have copies of that library reference and I would be happy
to move its admission into evidence at this time.

CHAIRMAN GLEIMAN: I think that would be an
appropriate thing to do.

Again, I'm going to reserve the rights with
respect to Library Reference 113, as I have with respect to
the other library references, regarding the process we are
using to move these documents into evidence.

FURTHER DIRECT EXAMINATION

BY MR. COOPER:

Q Mr. Baron, I am handing you two copies of Library

Reference H-113, ertitled "Calculation of Fiscal Year 1996

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
(202) 842-0034
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Mail Processing Productivities and Accept Rates" -- have you

examined this library reference?

A Yes, I have.

Q Was it prepared by you or under your direct
supervigion?

A Yes.

Q Are you prepared to sponsor this library reference

for purposes of your testimony today?
A Yes.

MR. COOPER: Mr. Chairman, I will hand these two
copies to the Court Reporter and ask that they be admitted
into evidence.

CHAIRMAN GLEIMAN: Again, reserving the right of
the parties to object, we'll move the Library Reference
Number 113 into evidence, and as has been our practice, we
will not transcribe it into the record.

[Library Reference H-113 was marked
for identification and received
into evidence.]

CHAIRMAN GLEIMAN: There doesn't appear to be any
cross examination.

One of my colleagues has a question or two, soO we
will move to questions from the bench.

COMMISSIONER LeBLANC: Mr. Baron, how are you

doing this morning?

ANN RILEY & ASSQCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
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THE WITNESS: Okay.

COMMISSIONER LeBLANC: TIt's still morning, I
think -- I hope anyway.

I just have basically one or two little questions
that bother me just a little bit.

When was the load time variability study last
updated?

THE WITNESS: The study was conducted in 1985 and
as far as the actual collecting of data, that was the last
collection of data so that it has not been updated.

COMMISSIONER LeBLANC: Is it true that the
detached label mail has grown substantially since the time
of the load time variability study, and also is it true that
delivery point sequencing, which is now widespread, was not
in use at the time of the study?

THE WITNESS: I don't know about the first.
Certainly the second statement 1s correct.

COMMISSIONER LeBLANC: You'll accept that subject
to check I think it probably has, but --

THE WITNESS: Well, wvolume in general has gone up
so certainly DPS did not exist in 1985.

COMMISSIONER LeBLANC: Detached label mail has
been typically kept in a separate bundle by the carrier on
the street, has been separately loaded from that bundle.

The same is true of delivery point sequencing mail.

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1250 I Street, N.W., Suite 300
Washington, D.C. 20005
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Given the practice of keeping these kinds of mail
in separate bundles for loading purposes, shouldn't these
kinds of mail be treated as distinct shapes in the load time
variability analysis?

THE WITNESS: I think that is something that
deserves serious consideration in --

COMMISSIONER LeBLANC: But right now it is not and
you basically have four bundles?

THE WITNESS: That's correct. There is no
separate shape category.

COMMISSIONER LeBLANC: So it might be possible
that the current load time variability under-attributes load
time costs to such mail?

THE WITNESS: 1It's possible that if a new study
were conducted to address this issue that the end result of
that study would show what you are suggesting.

COMMISSIONER LeBLANC: Thank you very much.

Thank you, Mr. Chairman.

CHAIRMAN GLEIMAN: Did questions from the bench
generate any follow-up?

[No response.]

CHAIRMAN GLEIMAN: If not, that brings us to
redirect.

MR. COOPER: I have no redirect.

CHAIRMAN GLEIMAN: If there is no redirect, then

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
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Mr. Baron, I want to thank you. We appreciate your
appearance here today and your contributions to our record.

If there is nothing further that you wish to add,
you are excused.

[(Witness excused.]

CHAIRMAN GLEIMAN: That concludes our hearings for
today.

We will reconvene on Monday, Octcber the 20th,
when we are scheduled to meet at 9:30, when we are scheduled
to receive testimony of Postal Service's witnesses Bradley
and Moden, and I hope everyone has a nice weekend.

fWhereupon, at 11:42 a.m., the hearing was
recessed, to reconvene at 9:30 a.m., Monday, October 20,

1997.1]
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